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February 26, 2010

Mark R. Overstreet

(502) 209-1219

(502) 223-4387 FAX
HAND DELIVERED moverstreet@stites.com

Jeff R. Derouen

Executive Director

Public Service Commission
211 Sower Boulevard

P.O. Box 615

Frankfort, KY 40602-0615

RE: P.S.C Case No. 2009-00459 - Kentucky Power Company's Responses to Data
Requests

Dear Mr. Derouen:

Enclosed please find and accept for filing the original and ten copies of Kentucky Power
Company’s Responses to the following Data Requests:

(a) Second Data Requests by Commission Staff;

(b) First Data Requests by Community Action Kentucky, Inc.;

() Attorney General’s Initial Requests for Information;

(d) First Data Requests by Wal-Mart Stores East, LP. and Sam’s East, Inc.; and
(e) First Data Requests by Kentucky Industrial Utility Customers, Inc.

Also enclosed is the original and ten copies of the Company’s Petition for Confidential
Treatment of certain portions of the Company’s Responses to the Attorney General’s First Set,
Nos. 47 and 51, and Kentucky Industrial Utility Customers, Inc. First Set, Nos. 15 and 17, along
with a sealed envelope containing the unredacted responses for which confidential treatment is
being sought.

Copies of the public Responses are being served on the persons below. In addition, )
copies of the Responses for which confidential {reatment is being sought are being served on the
Attorney General, counsel for Kentucky Industrial Utility Customers, Inc. and Mr. Kollen, in
accordance with the non-disclosure agreement signed by each.

Please do not hesitate to contact me if you have any questions.

Alexandria, VA Atlanta, GA Frankfort, KY Jeffersonville, IN Lexington, KY Louisville, KY Nashville, TN Washingten, DC
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AFFIDAVIT

William E. Avera, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
said answers are true.

William E. Avera

State of Texas ‘ )
)ss
County of Travis )

Subsg'r}tlged and sworn to before me, a Notary Public, by William E. Avera this
2057 dayof Tl rueas — 2010,

/\Q\*’&&%Q

Notary Public

My Commission Expires 1/ 1O ( 2o

ADRIEN MCKENZIE
Notary Public
STATE OF TEXAS
My Comm Exp Jan. 10, 201




AFFIDAVIT

Dennis W. Bethel, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.
Ui 1y Gl

Dennis W. Bethel

State of Ohio )
)ss
County of Franklin )

Subsm 1bed and sworn to before me, a Notary Public, by Dennis W. Bethel this
o day of g'(fﬁxruw 2010.

éh&m@gz?? [/,ZU/IU%

Notaxy Public

My Commission Expires z %/)Lu,i il ‘ 20!/




AFFIDAVIT

Jay F. Godfrey, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.
! A Y
£
Jay F. Godfyey
State of Ohio )
)ss

County of Franklin )

Subscrmfore me, a Notary Public, by Jay F. Godfrey this 9?725 XL

day of < 2010.

b K AW el lorn

Notary Public

My Commission Expires @@ZW@ /[, Ho/3

BARBARA R. PLETCHER
NOTARY PUBLIC « STATE OF OHIC
Recor'ded in Franklin County
My commission expires Get 1, 2013



AFFIDAVIT

Diana L. Gregory, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to her at a hearing before the Public Service Commission of
Kentucky, she would give the answers recorded following each of said questions and that

said answers are true.

Diana L. Gregory

State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Diana L. Gregory this

2444 dayof “5lbeupe., 2010.

Notary Public

My Commission Expires & # 2 /&7

/LOWELL P. McCOY
NOTARY PUBLIC - STATE OF OHID
MY COMMISSION EXPIRES JUNE 29, 2010




AFFIDAVIT

James E. Henderson, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

<»7/‘<) fz;/

Tarfies E. Hendefon

State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by James E. Henderson this

Notary Publs ‘
otary Public My Comssion g 115201/

My Commission Expires




AFFIDAVIT

Daniel E. High, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.

Daniel E. High

State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Daniel E. High this A %&L
day of DOMW 2010.

7
boben QD (frin G

Notary Public

My Commission Expiresﬂ_M fa if 1 A04/




AFFIDAVIT

David A. Jolley, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
said answers are true.

David A. Jolley V
State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by David A. Jolley this /? L/ /i,
day of _Felsnary 21 o 2010, N

T —
/; R
s o

Néte(ry’PUblic ’

O QW7 waRTIN ROSENTHAL

Attorney at Law
i Notary Public, State of Ohio
of My Commission Has No Expiration
& Section 147 03 RC.

My Commission Expires e 7

v
",
“eugygyyett



AFFIDAVIT

Hugh E. McCoy, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
7 said answers are true.

Nl S 21y

Hugh E. McCoy

State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Hugh E. McCoy this Q 3\(&
day of /Xﬁ j VW(;U\/VU/V‘ 2010.

]O«L'\QL&/ \%IQ

Notary Public PAULINE A LUTZ
NOTARY PUBLIC
My Commission Expires ATE OF OHIO



AFFIDAVIT

Timothy C. Mosher, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.

7. C /7;5%%

Timothy C. Mosher

Commonwealth of Kentucky )
) Case No. 2009-00459
County of Franklin )

dwyof%ﬂ/é/zaw __2010.

Q/Z//I),u % %%4%71

euy Pﬁvhc

Subscri?ed and sworn to before me, a Notary Public, by Timothy C. Mosher this

My Comimission ExpneJ ot 10/ P 23 3




AFFIDAVIT

Thomas M. Myers, upon first being duly sworn, hereby makes oath that if the foregoing

questions were pr opounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers 1e001ded followmg each of said questions and that
said answers are true.

e =
State of Ohio ) <‘\\
)ss T
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Thomas M. Myers this
"4 #  dayof EI'J ruici ] 2010.

%/WmA | NI
Kotary Public ( Y/ N

My Commission Expires /(}/’,’ Uets £, 0/

-
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AFFIDAVIT

Everett G. Phillips, upon first being duly sworn, hereby makes oath that if the foregoing

questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
said answers are true.

W#/?W

Everett G. Phillips

Commonwealth of Kentucky )
) Case No. 2009-00459
County of Pike )

Subscribed and sworn to before me, a Notary Public, by Everett G. Phillips this

ZS dayof F£8u4na 2y 2010.
,,
frlows . Aoy
Notary Public

My Commission Expires K-7-2a//




AFFIDAVIT

David M. Roush, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
said answers are true.

:’\ - /s 7
M O

David M. Roush’

State of Ohio )
)ss
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by David M. Roush this & 5[;&4_
day of 2 oo 2010.

7
Ddn & E i G

Notary Public

A X
My Commission Expires QWM [t Aot/




AFFIDAVIT

Errol K. Wagner, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.

Euol K. Wagnel

Commonwealth of Kentucky )
) Case No. 2009-00459

County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Errol K. Wagner this Q/Z f %
day of _“Fehtreaes 2010,

L, & %% o

Otaly /Pul

My Commission Expires Q/ 2y A 3 )= '




AFFIDAVIT

Scott C. Weaver, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that
said answers are true.

State of Ohio

County of Franklin

Subscribed and sworn to before me, a Notary Public, by Scott C. Weaver this 5 ﬂ/\

day of g e\ wuw./\L/ 2010.

pile vl

Notary Public

My Commission Expires




AFFIDAVIT

Ranie K Wohnhas, upon first being duly sworn, hereby makes oath that if the foregoing
questions were propounded to him at a hearing before the Public Service Commission of
Kentucky, he would give the answers recorded following each of said questions and that

said answers are true.
Q%w/ / &%Z__,

Ranie K Wohnhas

Commonwealth of Kentucky )
) Case No. 2009-00459
County of Franklin )

Subscribed and sworn to before me, a Notary Public, by Ranie K Wohnhas this

ASY4_day of 2010.
Q,/J//%M % / ﬂﬂ%///g/f
otary Plﬂ) A

My Commission Expire S s 45/ F0) B






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 1

Page 1 of 4

Kentucky Power Company

REQUEST

Refer to the revised proposed tariff filed on January 15, 2010.

a.

(D

@)
3
(4

Refer to Original Sheet No. 6-8, Tariff RS - TOD2.

Provide a narrative explanation for how the service charge and energy charges were
developed.
Explain the reason for the 500-customer limit.
State how Kentucky Power will market this tariff to its customers.
The Roush Testimony indicates that a customer under this tariff would be required to pay
$3.55 per month to pay for the cost of a more sophisticated meter. Explain why this
requirement is not included in the tariff.

Refer to Original Sheet No. 7-1, Tariff SGS. This tariff page, as well as Tariffs MGS,
MGS-TOD, LGS, QP, CS-IRP, and CIP-TOD, includes a change in the "Delayed
Payment Charge" Section. The current language states, "[t]his tariff is net if account is
paid in full within 15 days of date of bill." The proposed language states, "[t]his tariff is
due and payable in full on or before the due date stated on the bill". A similar change is
being made to Tariffs MW and OL. Explain the reason for the change and the effect it
will have on customers.

Refer to Original Sheet Nos. 7-3 and 7-4, Tariff SGS-TOD.

Provide a narrative explanation for how the service charge and energy charges were
developed.

Explain the reason for the 500 customer limit.

State how Kentucky Power will market this tariff to its customers.

In the "Special Terms and Conditions" section, it is stated that, existing customers may
initially choose to take service under this tariff without satisfying any requirement to
remain on their current tariff for at least 12 months." Explain the meaning and purpose of

this statement.



d.

KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 1

Page 2 of 4

Refer to Original Sheet 9-4, Tariff LGS-TOD.

(1) Provide a narrative explanation of how all tariff charges were developed.
(2) Explain the reason for the 500 customer limit.
(3) State how Kentucky Power will market this tariff to its customers.

Refer to Original Sheet No. 15-1, Tariff SL. Under the "Fuel Adjustment Clause”
Section, a text change was made by adding "Capacity Charge" to the last sentence. Explain
the reason for this change.

Refer to Original Sheet Nos. 24-1 through 24-6, Rider ECS-C&E.

(1) Explain why this tariff is proposed to be available only through May 31, 2012.
(2) Explain all differences between this tariff and the current Rider ECS.
(3) Provide the effect this proposed tariff would have on customers currently taking service

under Rider ECS.

Refer to Original Sheet Nos. 25-1 though 25-3, Rider EPCS. Provide the effect the
proposed changes would have on customers currently taking service under this tariff.

Refer to Original Sheet No. 27-4, Tariff NMS. The Commission established interconnection

and net metering guidelines in Case No. 2008-001691. These guidelines state that no
application fee may be charged for Level 1 applications and that a utility may require
each customer to submit a fee of up to $100 for Level 2 applications. Kentucky Power
filed, and the Commission subsequently approved, tariffs in accordance with these
guidelines. Explain why the Commission should now approve a $50 application fee for
both Level 1 and Level 2 applications.

Refer to Original Sheet No. 35-1, Tariff TA. State whether the Balancing Adjustment
Factor would be a separate line item on the customer bill.

RESPONSE

a.

(1) The Tariff RS-TOD?2 service charge is the sum of the proposed Tariff RS service
charge of $8.00 and the $3.55 incremental cost of the special metering required. The
Tariff RS-TOD?2 energy charges were designed in a manner that would produce the same
revenues as Tariff RS based upon the average residential customer. The differentiation in
the energy charges by pricing period was based upon the relationship between market
prices in each pricing period.



b.

C.

d.

KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 1

Page 3 of 4

(2) The proposed 500 customer limit was due to the experimental nature of the proposed
tariff.

(3) Specific marketing plans have not been developed at this time.

(4) The requirement is not stated in the proposed tariff since the service charge in the
proposed tariff reflects the inclusion of this incremental cost.

The reason for the change was to make the language consistent among the tariffs and
consistent with the presentation on the bills. The due date as stated on the bill will
continue to be 15 days from the date of the bill. It will have no impact on customers.

(1) The Tariff SGS-TOD service charge is the sum of the proposed Tariff SGS service
charge of $11.50 and the $3.55 incremental cost of the special metering required. The
Tariff SGS-TOD energy charges were designed in a manner that would produce the same
revenues as Tariff SGS based upon the average SGS customer. The differentiation in the
energy charges by pricing period was based upon the relationship between market prices
in each pricing period.

(2) The proposed 500 customer limit was due to the experimental nature of the proposed
tariff.

(3) Specific marketing plans have not been developed at this time.

(4) Item 13 of Kentucky Power's Terms and Conditions of Service provides that
customers that change their initial rate schedule selection must remain on such
subsequent selection for 12 months before any other selection may be made. The
language in Tariff SGS-TOD is intended to waive this requirement should a customer
wish to take service under Tariff SGS-TOD.

(1) The Tariff LGS-TOD rates were designed in a manner that would produce the same
revenues as Tariff LGS based upon the average LGS customer. The Tariff LGS-TOD
service charges are the same as the proposed Tariff LGS service charges. The Tariff
LGS-TOD demand charges were designed to recover 100% of secondary and primary
demand (fixed) costs and 10% of transmission demand costs. The off-peak energy
charges were designed to collect variable costs plus $0.01 per kWh for fixed costs. The
on-peak energy charges were designed to collect variable costs plus all fixed costs not
otherwise collected through the demand and off-peak energy charges.

(2) The proposed 500 customer limit was due to the experimental nature of the proposed
tariff.

(3) Specific marketing plans have not been developed at this time.



KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Ttem No. 1

Page 4 of 4

e. The text change was made to clarify that customer billings for the Capacity Charge,
which is a per kWh charge, uses this same table of monthly kWh consumption.

f. (1) Proposed Rider ECS is a very new service offering for the Company. The
curtailment demand credit is based upon the Reliability Pricing Model auction price. For
the year beginning June 1, 2012, this price dropped dramatically. Given these
circumstances, the Company believes that a revised or new emergency curtailable service
offering may be needed beginning June 1, 2012 and thus has requested that proposed
Rider ECS expire May 31, 2012.

(2) Current Rider ECS was a stand-alone offering developed by the Company. The
proposed Rider ECS is entirely different and similar to a PJM Interconnection, LL.C
offered program. The difference is that current Rider ECS compensated customers for
energy reduced when they were called upon during an emergency, whereas proposed
Rider ECS compensates customers for committing to curtail during an emergency and
reduces such compensation should there be non-performance.

(3) There are no customers currently taking serving under the current Rider ECS.

There are no customers currently taking serving under the current Rider PCS.

S

1. Upon further consideration of the Commission's order, the Company now believes that
there should be not be a Level 1 application fee and there should be a $100 Level 2

application fee.

1. No. The balancing adjustment factor will be combined the Tariff TA factor and shown as
a single line on the bill.

WITNESS: David M Roush






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 2
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Kentucky Power Company

REQUEST
Refer to 'Volume 1 of the application, pages 339 and 340 of 367. For each of the last five (5)

years ending September 30, provide the amount of total Sales for Resale, Other Electric
Revenue, Rent from Electric Property, and Miscellaneous Revenues.

RESPONSE

For the requested information, please refer to attached pages 2 through 3 of this response.

WITNESS: Errol K Wagner



KPSC Case No. 2009-00459
KPSC 2nd Set of Data Requests
Order Dated February 12, 2010
item No. 2

Page 2 of 3
Kentucky Power Company
Other Revenue Analysis
Twelve Months Ended September 30:

Account Description 2005 2006 2007 2008 2009
4470001 Sales for Resale ~ Assoc Cos 2,249,276.60 1,979,621.73 1,078,726.14 1,867,236.78 (120,938.21)
4470002 Sales for Resale - NonAssoc 29,646,525.06 38,372,466.48 37,311,417.79 25,641,776.17 11,673,535.45
4470004 Sales for Resale-Nonaff-Ancill 31,075.75 28,476.87 25,452.02 26,086.76 69,408 .04
4470005 Sales for Resale-Nonaff-Transm 831,802.29 518,145.24 770,964 49 738,241.82 760,169.91
4470006 Sales for Resale-Bookout Sales 384,821,946.78 217,408,927 .32 136,887,970.56 139,768,733.20 73,697,187.82
4470007 Sales for Resale-Option Sales 4,465,953 33 632,846 07 94,478 05 - -
4470010 Sales for Resale-Bookout Purch (381,761,801.21) (206,583,031.91)  (133,090,089.62) (133,608,171.50)  (66,738,445.19)
4470011 Sales for Resale-Option Purch (3,322,628.76) (502,713 47) (46,396.81) - -
4470019 Tier | Steam Revenue - - - - -
4470026 Sale for Resl - Real from East (5,706,360 00) (882,215.58) (13,863.15) (1,000.31) -
4470027 Whsal/Muni/Pb Ath Fuel Rev 1,613,311.01 1,581,988 04 2,222,087.08 2,134,062.59 2,854,516 67
4470028 Sale/Resale - NA - Fuel Rev 28,790,289.36 31,540,768 74 34,108,063.28 30,620,204 15 31,911,329.75
4470033 Whsal/Muni/Pub Auth Base Rev 1,773,237 45 1,971,999.69 2,386,828.29 2,358,004.68 3,301,778 88
4470035 Sls for Rs! - Fuel Rev - Assoc 3,203,957 50 3,733,161.04 2,691,372.17 2,459,287.94 412,583.53
4470064 Purch Pwr PhysTrad - Non Assoc (10,195,734.98) (12,014,587.20) (21,859,277.21) (11,942,590.05) (3,450,109 87)
4470066 PWR Trding Trans Exp-NonAssoc (228,926.02) (276,388 38) (214,397.63) (60,506.40) (116,216.67)
4470072 Sales for Resale - Hedge Trans (3,243,892.00) (2,604,141.00) (86,175.45) - -
4470074 Sale for Resale-Aff-Trnf Price - - - - -
4470081 Financial Spark Gas - Realized {1,911,729.39) (2,773,019.69) 1,622,322.38 (1,204,349.85) (362,053.13)
4470082 Financial Electric Realized (629,193.09) (2,571,904.80) 3,993,844 45 (979,419.69)  (10,093,809.29)
4470083 Dedicated Finan Spark-Realzd - - - - -
4470086 Sales for Resale-Affil Pool 8,263,958.85 - - - -
4470088 Pool Sales to Dow Plt- Affil 5,072.00 42,973.08 - - -
4470089 PJM Energy Sales Margin 10,131,343 52 3,424,474.15 6,607,913.31 31,004,719 59 (1,706,496.71)
4470090 PJM Spot Energy Purchases (23,858,766.36) (10,416,793.18) (14,414,503.86) 12,112,614.10 -
4470091 PJM Explicit Congestion 0SS (379,759.12) (486,715.53) (352,475.29) (510,837.71) 22,986.66
4470092 PJM Implicit Congestion-0SS (1,528,826.81) (2,376,035.05) (611,690.78) - -
4470093 PJM Implicit Congestion-LSE (9,280,539.34) (15,500,248.14) (6,255,616.51) (8,749,287 04) (7,166,538.48)
4470094 PJM Transm. Loss - 0SS (4,688.56) 91,632.80 39,994 22 - -
4470095 PJM Ancillary Serv.-Reg 675,287 68 - 0.66 - -
4470096 PJM Ancillary Serv -Spin 45,310.53 131,734.26 - - -
4470087 PJM Ancillary Serv.-Sync 0.00 - - - -
4470098 PJM Oper Reserve Rev-0SS 664,924.78 810,695.73 838,670.94 495,088.54 1,188,378.76
4470099 Capacity Cr. Net Sales ‘ 1,375.06 3,515.23 547,889.03 2,231,92340 1,874,847.01
4470100 PJM FTR Revenue-0SS 1,603,808.21 3,029,265.69 3,724,934.36 6,119,416.34 2,577,156.93
4470101 PJM FTR Revenue-LSE 13,827,760.68 25,400,816.95 6,789,086.69 8,448,914.80 7,620,773.43
4470103 PJM Energy Sales Cost 50,994,937.08 42,852,198 93 50,999,638 24 67,269,400.72 23,737,605.72
4470104 PJM OATT Ancill.-Reactive - - - - -
4470105 PJM OATT Ancill.-Black 0.00 - - - -
4470106 PJM Pt2Pt Trans.Purch-NonAff (418,455.52) (53,088.93) (43,575.25) (20,078.15) (5,751 .54)
4470107 PJM NITS Purch-NonAff 6,893.67 (11,877 .11) (106,218.43) 151,832 21 8,824.42
4470108 PJM Oper.Reserve Rev-L.SE (2,015,255.99) (1,592,472.15) - - -
4470109 PJM FTR Revenue-Spec 111,201 04 (64,569.79) 30,474.20 804,288.30 (366,048.52)
4470110 PJM TO Admin. Exp.-NonAff. (57,621.29) (23,472 .29) (15,477 .50) (31,825.15) 6,077.38
4470111 Buckeye Excess Energy-0SS 0.00 - - - -
4470112 Non-Trading Bookout Sales-0SS 6,349,293 35 15,274,314 65 15,131,035.72 20,280,892.72 6,345,982.83
4470113 PJM Non-ECR Purchases-0SS - - - - -
4470114 PJM Transm. Loss - LSE (116,007 41) 232,716 80 113,456 72 - -
4470115 PJM Meter Corrections-08S (17,819.37) (31,863.37) (57,011.67) 296,062.89 (183,877.10)
4470116 PJM Meter Corrections-LSE (86,997.97) 252,437.04 §9,698.80 12,008.93 {30,860.45)
4470117 Realiz. Sharing-447 Optim 2,311,487.00 (1,255,125.00) 6,964.33 - -
4470118 Realiz. Sharing-PJM 0SS 124,025.00 (454,221.25) 3,340 86 - -
4470119 PIM SECA Transm. Expense (1,283,000.40) {719,942.94) - - -
4470124 PJM Incremental Spot-0SS (69,119.53) (73,472.12) (13,855.12) (69,993.00) (6,816 .60)
4470125 PJM Incremental Exp Cong-0SS (5,061.76) (76,774.78) 49,436.86 (43,779.13) (91,553 .03)
4470126 PJM Incremental Imp Cong-08S (555,849 41) (966,858.59) (5,974,937.06) (14,080,295.50) (549,832 55)
4470128 Sales for Res-Aff. Pool Energy 36,799,611.00 55,114,724 00 54,843,604.71 66,756,438.01 60,627,897.00
4470131 Non-Trading Bookout Purch-OSS (5,802,153.69) (8,065,017.61) (3,828,571.78) (3,234,425.66) (520,843 .63)
4470132 Spark Gas - Realized 348,565.64 (654,657.17) - - -
4470141 PJM Contract Net Charge Credit - - - (12.79) 12.83
4470143 Financial Hedge Realized - 4,426,992 36 1,113,748.01 (1,968,168.32) 2,885,619.01
4470144 Realiz.Sharing - 06 SIA - (24,913.00) (4,393.00) 12,968.00 {7,457 00)
4470145 PJM Hourly Net Purch -FERC - (0 00) - - -
4470146 Pur Power (Trading) ERCOT Area - - - - -
4470150 Transm. Rev.-Dedic. Whisl/Muni - 235,540.25 502,087.77 527,193.55 621,801.97
4470155 OSS Physical Margin Reclass - - 1,844,666.18 (342,627.41) (9,932,835.72)
4470156 0SS Optim. Margin Reclass - - (1,844,666 .18) 342,627.41 9,932,835.72
4470166 Marginal Explicit Losses - - (65,320.97) (298,981.10) 3,583.85
4470167 MISO FTR Revenues 0SS - - - 32,357.42 7,747.63
4470168 Interest Rate Swaps-Power - - - (593.95) (11,292.38)
4470169 Capacity Sales Trading - - - 64,086 20 (89,351.87)
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Twelve Months Ended September 30;

Account Description 2005 2006 2007 2008 20098
4470170 Non-ECR Auction Sales-088 - - - - 14,849,736.72
4470174 PJM Whise FTR Rev - 088 - - - - 24,802.97
4470202 PJM OpRes-LSE-Credit - 60,740.21 234,22318 293,479 50 2,692,643.16
4470203 PJM OpRes-LSE-Charge - (376,545.80) (2,122,751.66) (2,398,129.85) (3,138,016 .35)
4470204 PJM Spinning-Credit - 917 97 12,535.52 (819.46) 79,184.72
4470205 PJM Spinning-Charge - (2,967.10) (5,914.42) - (13,392.11)
4470206 PJM Trans loss credits-0SS - - 1,745,213.05 4,530,806.68 1,415,681 34
4470207 PJM transm loss charges - LSE - - (7,680,760.26) (24,798,901.34)  (14,632,644.64)
4470208 PJM Transm loss credits-1.SE - - 2,874,121.69 11,927,955.21 8,273,650.08
4470209 PJM transm loss charges-0SS - - (3,252,304.38) (10,831,477 84) (2,446,622 98)
4470210 PJM ML O8S 3 Pct Rev - - - 17,707,528.64 2,742,144.70
4470211 PJM ML OSS 3 Pct Fuel - - - (6,549,792.75) (1,871,743.17)
4470212 PJM ML 0SS 3 Pct NonFuel - - - (1,050,049.41) (340,198.90)
4470214 PJM 30m Suppl Reserve CR 0SS - - - 34,214 36 77.467.12
4470215 PJM 30m Suppl Reserve CH 0SS - - - - {11,558.96)
4470216 PJM Explicit Loss not in ECR - - - (400,560.37) (440,418.54)

Total Sales for Resale 137,212,042 23 177,718,458 40 169,346,017.76 233,893,679.08 147,753,239.42
4500000 Forfeited Discounts 1,523,385.27 1,717,192.78 1,707,395.19 1,669,864.92 1,809,068.04
4510001 Misc Service Rev - Nonaffil 137,681.36 231,118.06 369,373.70 445,851 85 395,705.89
4510007 Service Rev-Indirect Cost-NAC 1,436.02 1,852.22

Total Misc Revenues 1,662,502.65 1,850,163.08 2,076,768 .89 2,115,716.77 2,204,773.93
4540001 Rent From Elect Property - Af 328,507 .14 273,359.79 292,140.15 266,616.51 248,838.69
4540002 Rent From Elect Property-NAC 2,600,641.75 2,850,390 54 3,108,276.78 10,347,367.59 4,776,989.86
4540004 Rent From Elect Prop-ABD-Nonaf 72,999.00 102,984.74 95,372.38 80,784.50 81,331.10

Total Rent from Elec Prop 3,002,147.89 3,226,73507 3,495,789.31 10,694,768.60 5,107,159 65
4560007 Oth Elect Rev - DSM Program (2,283,347.66) 818,791.48 995,300.52 1,027,945.12 1,149,667 .95
4560012 Oth Elect Rev - Nonaffiliated 17.310.26 13,103.06 (511.22) 73,981.89 (45,532 57)
4560013 Oth Elect Rev-Trans-Nonaffi 145,292 .37 162,769 58 69,756 00 13,892.00 -
4560014 Oth Elect Revenues - Ancillary 5,753.63 - - - -
4560015 Other Electric Revenues - ABD 1,647,885.78 863,540.05 697,180.77 433,609.04 3,006,371.40
4560016 Financial Trading Rev-Unreal 0.01 - - - 140,522 74
4560031 MTM Credit Risk Reserve - - - - -
4560041 Miscellaneous Revenue-NonAffil 41,506.04 29,310.96 (10.34) 6.68 056
4560043 Oth Elec Rv-Tm-Aff-Trnf Price - - - - -
4560049 Merch Generation Finan -Realzd (346,981.24) (1,130,193.35) (129,929.41) 26,247.01 1,264.02
4560050 Oth Elec Rev-Coal Trd Rizd G-L. 1,256,709.27 (152,325.71) (835,734.11) (282,175.52) 685,787 01
4560052 Realized Spark/MGG Transfer - - - - -
4560058 PJM NITS Revenue-NonAff 3,175,403 71 3,682,04157 1,071,512.10 675.98 -
4560059 PJM NITS - Affilate - - - - -
4560060 PJM Pt2Pt Trans Rev -NonAff. 1,764,297.28 1,060,344 54 104,371.92 - -
4560061 PJM TO Adm. Serv.-Affiliate - - - - -
4560062 PJM TO Admin. Rev..-NonAff. 247,408.30 215,783.92 35,361.74 (2.08) -
4560063 PJM P{2Pt Transm. Serv.-Affil - - - - -
4560064 Buckeye Admin. Fee Revenue 117,546.26 80,913.72 5,857.20 - -
4560066 PJM Transm Dist /Meter-Affil - - - - -
4560067 OthElecRev Phys Coal Purch Exp (1,183,206.24) - - - -
4560068 SECA Transmission Revenue 9,294,380.81 4,508,234 30 (1,161,707.40) (409,216 25) -
4560070 Wires Revenue - Affiliated - - - - -
4560072 Hedge Ineffectiveness Revenue - - - - -
4560084 MTM-Coal Procurement - - - - -
4560085 PJM Expansion Gost Recov 5,157 66 111,472.33 19,791 .48 - -
4560086 LSE FTR MTM - - - - -
4560087 0SS FTR MTM - - - - -
4560095 RTO Form. Cost Recovery - 19,489 22 3,971.98 - -
4560097 Sales of Renew. Energy Credits - - 355 59 - -
4560109 Interest Rate Swaps-Coal - - - (3.43) (653.53)
4560111 MTM Aff GL Coal Trading - - - - (140,522.74)
4560112 Realized GL Coal Trading-Affil - - - - (208,389.40)
4561002 RTO Formation Cost Recovery - - 11,81552 16,173.22 13,648.10
4561003 PJM Expansion Cost Recov - - 61,843.55 79,182 .19 77,303.15
4561005 PJM Point to Point Trans Svc - - 702,469 82 1,208,822.32 995,822.07
4561006 PJM Trans Owner Admin Rev - - 146,754.27 211,498.46 160,808.27
4561007 PJM Network Integ Trans Svc - - 3,079,652.32 3,550,513.08 3,757,983.22
4561019 Oth Elec Rev Trans Non Affil - - - 51,516.00 70,920.00

Total Other Electric Revenues 13,805,116.24 10,283,275.67 4,878,102.30 6,002,765.68 9,665,000 25
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Kentucky Power Company

REQUEST

Refer to Volume 1 of the Application, page 349 of 367. Explain the large increases in the
amounts charged Kentucky Power by Appalachian Power Company, Indiana Michigan Power
Co., and Public Service Co. of Oklahoma over the four (4) year period shown.

RESPONSE

The increase in charges from Appalachian Power is due primarily to Appalachian Power
Company's payments on behalf of Kentucky Power of $0.9 million in the test year and $1.0
million in the 12 months ended December 2008 for a transformer and related materials for the

Dwale, KY substation.

The increase in charges from Indiana Michigan Power is due primarily to employee labor and
expenses for storm damage restoration expenses of $0.2 million related to the severe storms in
Kentucky in January 2009 and February 2009.

The increase in charges from Public Service Company of Oklahoma 1s due primarily to
employee labor and expenses of $0.3 million for storm damage restoration expenses related to

the February 2009 severe storm.

WITNESS: Errol K Wagner






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 4

Page 1 of 1

Kentucky Power Company

REQUEST

Refer to Volume 2 of the application, Section III. Provide a copy of pages 1-62 in electronic
form on CD-Rom with the formulas intact and unprotected.

RESPONSE

Please see the attached electronic file.

WITNESS: David M. Roush
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Kentucky Power Company

REQUEST
Refer to Volume 2 of the application, Section III, page 10 of 488.
a. Refer to column 1. Explain the "Book to Bill Adjustment."

b. Column 1 contains a row titled "Fuel" which shows a total of $9,513,955. Explain what this
row represents.

¢. When the "Fuel” row reaches column 9, titled "Revenue with Annualized Fuel,” the amount
is reduced to $5,704,918. Explain the difference in these two amounts.

d. Refer to column 9. Explain how the .0023217 fuel rate was calculated.

RESPONSE

a. The book to bill adjustment reflects the difference between the kWh recorded on the
Company's books and the kWh that when multiplied by test year rates match the revenue as
recorded on the Company's books.

b. Column (4) of the row labeled "Fuel" represents the test year billing under the Company's
monthly fuel adjustment clause assuming the current fuel basing point was in effect for the
entire period.

c. Column (9) of the row labeled "Fuel" represents the test year billing at the Company's
annualized fuel factor of $0.0023217.

d. The Company's annualized fuel adjustment factor is calculated as the jurisdictional total fuel
cost of $219,625,727 as shown on Exhibit EKW-4, Column (5), divided by Billed and
Accrued kWh of 7,148,876,499 kWh as shown on Exhibit EKW-4, Column (11) less the
current base fuel amount of $0.0284 per kWh as shown on Exhibit EKW-4, Column (12).

WITNESS: David M Roush
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Kentucky Power Company

REQUEST
Refer to Volume 2 of the application, Section 11, page 11.

a. Refer to column 1. Explain what is meant by "Customer Charge - NH" and "Customer
Charge - HT."

b. Explain the employee discount policy.

RESPONSE

a. The service charge for employees is different depending upon whether their residence has
electric heat "HT" or does not have electric heat "NH".

b. Company employees that are also customers of the Company receive a discount on the

service charge portion of their electric bill. Employees with electric heat "HT" do not pay the
service charge. Employees without electric heat "NH" pay one-half of the service charge.

WITNESS: David M Roush
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Kentucky Power Company

REQUEST

Refer to Volume 2 of application, Section III, page 29 of 488. Column 3 shows a current
"Alternate Feed" rate of $4.04. Provide the location of this rate in Kentucky Power's tariff.

RESPONSE

The rate cannot be found in KPCo's current tariff. Such service is currently being provided
under a KPSC approved special contract.

WITNESS: David M Roush
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Page 1 of 1

Kentucky Power Company

REQUEST
Refer to Volume 2 of the application, Section III, page 38 of 488.

a. Explain how the Employee Discount of ($59,120) in the Proposed Revenue column was
calculated.

b. Confirm that the reason Environmental Surcharge revenues go from $4,762,458 to $0 is due
to Kentucky Power's proposal to roll environmental costs into base rates.

RESPONSE

a. The discount was calculated as 1,854 Employees Without Electric Heat Bills x $4 + 6,463
Employees With Electric Heat Bills x $8 = $59,120.

b. Yes, the environmental surcharge revenues fall to $0 because the Company is proposing to
include the test year level in base rates.

WITNESS: David M Roush
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Kentucky Power Company

REQUEST

Refer to Volume 2 of the Application, Section V, Workpaper S-6, page 1 of 4. Provide an
explanation for the two adjustments in column 4 or provide the location of same in the

Application.
RESPONSE

Section V, Workpaper S-6, Line No. 4, Distribution Plant, Column 4 amount of ($1,149,668)
relates to the test year revenues associated with the DSM activities (Please See Section V,
Workpaper S-6, Page 2 of 4, Line No. 7). This adjustment removes the revenues which include
the cost recovery, lost revenues, and incentives associated with the DSM activity from the test
year annual revenue requirement. These revenues should be excluded from base rates due to the
fact that DSM revenues are recovered through the DSM surcharge. The DSM activity cost
should have also been removed from the test year cost of service as stated in the Company
response to Commission Staff 1 st Set Item No. 58.

Section V, Workpaper S-4, Page 1 of 4, Line 5, Various Trans. Agreement, Column 4 amount of
($5,005,564), relates to the items listed on Section V, Workpaper S-6, Page 2 of 4, lines 17
through 21. These various transmission agreement revenues were removed from the Operating
Revenue because these same transmission revenues were included in Section V, Workpaper S-7,
Line 10 in the amount of $5,005,565 as a negative expense. These transmission revenues are
used to reduce the annual cost-of-service. This is a reclassification of the test year transmission
revenues to a negative expense.

WITNESS: Errol K Wagner
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Page 1 of 2

Kentucky Power Company

REQUEST

Refer to pages 5 and 9-10 of the Direct Testimony of Timothy C. Mosher.

The sentence at line 7 of page 5 refers to "[i]ncreasing efficiencies . . . ," while the answer
starting at line 21 of page 9 and continuing to page 10 refers to Kentucky Power meeting its goal
of providing reliable cost-effective service "[tThrough effort, efficiencies and commitment . ."
Provide a list of all efficiencies, cost-saving measures, best practices programs, etc. that have
been implemented by Kentucky Power since its last general rate case and, for each efficiency,
measure or program, quantify the dollar impact of the benefit it has provided Kentucky Power's
customers.

RESPONSE

Since our last general rate case in 2006, Kentucky Power has implemented the following
programs, procedures or processes that are designed to produce more reliable service:

[. Improvement of performance within station breaker zones: We focused tree trimming efforts
to establish a four year cycle within the station zones. We've also concentrated on identifying
and replacing faulty cutouts within the station zones. These two activities were undertaken
primarily to improve reliability by stabilizing SAIFI (System Average Interruption Frequency
Index) and reducing the number of large outage cases.

2. Crew productivity and job site efficiency goals were established for the field personnel to
better understand how their individual and team performance preparing for work and working a
specific plan affected service to the customer. Jobsite efficiency increased from 68% in 2005 to
82% in 2009, while the utilization measurement stabilized during the same timeframe. The net

effect is more maintenance work completed and services installed faster.

3. LEAD (Line Equipment Analysis Device) equipment, a tool that AEP developed and patented
to identify distribution hardware in the beginning stages of deterioration and failure, was
employed to detect (EMI), electro-magnetic interference. EMI detection allows failing cutouts
and lightning arrestors to be located and replaced before an outage occurs.

4. Utility vehicle standardization was introduced and followed, reducing the overall costs of new
vehicles.
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5. A Kentucky (DDC), Distribution Dispatch Center, was established to centralize the daily
dispatch operation as well a create a more efficient function during storm restoration. A total of
thirteen employees cover Kentucky operations on a twenty-four hour basis. During major
storms, dispatching is returned to the local areas and the DDC functions as the clearinghouse

between distribution and transmission.

6. Kentucky Power was reorganized into an operating company with three Customer and
Distribution Services Managers respectively in Ashland, Pikeville and Hazard. The managers
report to a Customer Operations Director who reports to the company President and Chief
Operating Officer. The new organization has allowed a closer relationship in the communities
and a direct responsibility for service reliability.

7. The Company has spent more for reliability each year since the last rate than was included for
the purpose of designing rates.

Savings have not been quantified.

WITNESS: Timothy C Mosher






KPSC Case No. 2009-00459
Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010
Item No. 11
Page 1l of 52

Kentucky Power Company

REQUEST
Refer to the Direct Testimony of William E. Avera ("Avera Testimony") at page 9.

The information in footnotes 4 and 5 is a year old. If available, provide more recent utility sector
analyses from Fitch Ratings, Ltd. and Moody's Investor Services.

RESPONSE

Copies of the most recent publications from Fitch Ratings Ltd. and Moody’s Investors Service in
Dr. Avera’s possession are contained on the CD attached to this set of Data Requests.

WITNESS: William E. Avera
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The U.S. Utilities, Power, and Gas (UPG) sector 2010 outlook is framed in the context of
Fitch Ratings’ outlook for a slow U.S. economic recovery in 2010, with stable outlooks
for most of the business segments within the UPG universe except for negative 2010
credit outlook for competitive generators and retail propane distributors. Forces driving
the credit outlook are summarized below:

(-]

Growth in power sales adjusted for weather will resume after the declines of 2008-
2009. Natural gas sales volume is expected to be relatively flat year on year.

Market prices for natural gas and electric power and capacity are likely to remain in
a low band. Relatively low prices are:

o Beneficial or neutral for electric and gas utilities.

o Unfavorable for competitive power generators and natural gas storage and
midstream services.

While non-energy commodity prices are up from their trough in 2009, we do not
foresee an overheated economy with rapid expansion in the prices of construction
materials; however, U.S. dollar weakness is likely to raise costs of imported
machinery and equipment, and could eventually raise prices of U.S. construction
materials, increasing capital investment cost pressures.

Electric utilities reduced their 2010 capital expenditure budgets from earlier
planned amounts, but the overall level of investment remains greater than internal
funding and will require external financing, including raising equity capital.

Continued good access to debt and equity capital markets is expected, along with
gradual improvement in bank market conditions.

Electric and gas utilities are in a long-term cycle of rising unit costs, requiring
frequent base rate increases to maintain stable financial results.

While Fitch expects that most utilities will achieve reasonable regulatory outcomes,
the dependence on rate increases exposes utilities to potential resistance from
regulators, state politicians, and consumers/voters.

Fitch expects passage within two years of national laws limiting greenhouse gas
(GHG) emissions and possibly a national renewable portfolio standard, as well as
more stringent environmental regulations on other emissions. This will have little
effect on cash flow in 2010, but longer-term consequences for many competitive
power generators are unfavorable, especially for owners of coal-fired generation,
and it will add to cost pressures for integrated electric utilities and their
consumers.

The “Credit Outlook Summary by Segment” table on page 2 of this report delineates the
outlook and median rating with supporting bullet points for each business segment in
the UPG sector. Fitch’s business segment outlooks are formulated based on an analysis
of fundamental factors, not by tallying the current rating outlooks of individual issuers
in the business segment. Rating Outlooks for individual companies often vary from

www.fitchratings.com

December 4, 2009
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segment outlooks due to the specific circumstances of each entity. As of Dec. 1, 2009,
more than 86% of individual issuer Rating Outtooks in the UPG sector are Stable.

Resilient Performance in 2009

Companies in the UPG sector weathered the recession and financial crisis of 2008-2009
with considerably less pain than sectors such as financial institutions, cyclical
industrials, and retailers. The absence of significant defaults in the sector is in stark
contrast to the upswing in defaults and bankruptcy filings across the rest of the U.S.

Credit Outlook Summary by Segment

The segment credit outlooks in the left column reflect fundamental analysis of factors influencing developments in the segment, not the aggregate Rating
Qutlooks of the entities in the segment. Median ratings indicated are based on the issuer default ratings (IDR) of entities rated by Fitch Ratings, with the
exception of the public power utility segment, which is based on senior instrument ratings. Public power utilities are not assigned IDRs.

Segment Drivers in Credit Outlooks for 2010

Utility Parent Companies o Continued cost cutting for earnings and cash flow growth.

Median IDR: BBB o Investment focus on organic growth, investments in transmission, and renewables.

Credit Outlook o MEA activity will be limited.

Stable (One Year) o Focus on core businesses; selective divestitures.

Negative (Longer Term) « Equity issuance needed to maintain balanced capital mix.

Electric Utilities, Investor-Owned o Sustained high capital spending for the majority of companies.

Median IDR Integrated Electric: BBB o Relatively low gas and power prices will mitigate effect of rising infrastructure costs in 2010.
Median IDR Electric Distribution: BBB o Rising unit costs longer term due to new infrastructure and carbon regulations.

Credit Outlook o Serial base rate cases to recover infrastructure investments in 2010 and longer term.

Stable (One Year) o Significant new debt, hybrids, and equity issuance to fund capex.

Stable to Negative {Longer Term)

Gas Distributors, Investor-Owned o QOversupply of gas into the 2010 winter season will relieve rate pressure.

Median IDR: A~ o Sales growth constrained by continued weakness in the housing sector.

Credit Outlook o (Capital expenditures will remain fairly low and manageable.

Stable (One Year and Longer Term) s Expect consistent regulatory treatment and manageable external funding.

Competitive Generation Companies ¢ Excess power reserve margins will linger with modest demand growth.

Generating Companies and Energy Trading o Low das and power price environment will hold down margins for most generators.

Median IDR: BB~ » Need to replace expiring hedges and contracts in a weak pricing environment.

Credit Outlook o Uncertainty surrounding carbon legislation remains a key operating and credit issue for this group.
Negative (One Year)

Negative o Stable (Longer Term)

Natural Gas Midstream Companies

Midstream and Pipeline Companies o Development of low-risk, contractually supported pipelines to connect increased shale gas
Median IDR: BBB~ production to high-demand eastern markets.

Credit Qutlook: Pipelines o Midstream processing volumes and margins likely to be supported by significant price advantage
Stable (One Year and Longer Term) of NGLs over oil-based naptha as ethylene feedstock.

Credit Qutiook: Midstream o Modest increase in volumes on natural gas and refined products pipelines due to recovering
Stable (One Year and Longer Term) economic activity.

Credit Outlook: Propane « Companies are likely to continue to pursue conservative financial practices.

Negative (One Year and Longer Term)

Public Power Utilities o Benefit from less state regulatory oversight; local control over rate-setting.

Municipal, State, and Federal o Continued lower usage and decreased revenues from surplus power sales anticipated for 2010.
Agencies and Cooperatives o Growing pressure for local governments to slow rate increases and boost transfers from the utility
Median Rating® (Retail Systems): A+ system to replace lost city tax revenue and fund pension obligations.

Median Rating® (Wholesale Systems): A = Generation investment will continue, albeit at a slower pace.

Credit Qutlook o Rising unit costs longer term due to new infrastructure and carbon regulations.

Stable {One Year) o Improving access to third party liquidity; expect extension of federal stimulus program which
Stable to Negative (Longer Term) provides for issuance of taxable Build America Bonds by municipal entities.

*Median ratings shown for Public Power Utilities are senior unsecured debt ratings.
Source: Fitch.

2 U.S. Utilities, Power, and Gas 2010 Outlook December 4, 2009
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economy, consistent with the defensive reputation of the sector.

In general, companies in the UPG sector entered 2009 in reasonably sound financial
condition; some drew down their bank credit facilities during the banking crisis in late
2008 and repaid the loans as the bank and financial markets stabilized during 2009.

Rate-regulated utilities benefited during the market disruption from bond investors’
preference for low-risk infrastructure investments. Regulated utilities and holding
companies with higher investment-grade ratings had adequate to robust bond and
commercial paper market access throughout 2009, and the bond market became more
open to funding companies with speculative-grade ratings at progressively lower
spreads during the second half of 2009.

Electric and gas utilities’ sales volumes were reduced as a result of cyclical sales
declines, especially lower industrial consumption of gas and power, with greatest
impact in the Midwest. Residential demand was also lower, particularly in markets with
the greatest impact from the housing collapse. While reduced sales hurt cash flow,
lower costs of natural gas and power purchases, combined with timing differences in
cost recoveries and collections of prior fuel deferrals, helped support operating cash
flow and reduced working capital needs. Some integrated electric utilities that rely on
spot sales of excess power into the wholesale market and rely on profits from wholesate
sales suffered from a material decline in spot market prices.

Competitive generators and midstream gas processors were exposed to oversupply of
natural gas and declines in power and gas spot and forward prices to the extent
production was unhedged. However, generators and midstream processors that entered
2009 with their sales significantly hedged avoided most of the impact of lower margins.

Key Drivers of the 2010 Outlook

Fitch’s 2010 credit outlook for the Utilities, Power, and Gas sector incorporates the
following framing economic and capital market assumptions:

e General economic recovery continues over the course of 2010.

o Capital market conditions are expected to be open and the bank market to have a
gradual improvement in spreads.

o Interest rates are expected to rise over the course of the year from very low levels.

e Weather-adjusted power demand expected to return to growth in 2010-2011.
Power is expected to form a longer-term growth trend averaging about 1.4% to 1.6%
per annum. Recovering industrial and commercial demand for natural gas should
offset increased efficiency, resulting in flat sales overall for gas.

Fitch’s 2010 U.S. economic outlook is for a slow recovery, with a projected modest 1.8%
rise in GDP. Industrial production and GDP appear to be gaining, albeit from a low base.
Fitch expects the pace of expansion to remain weak by the standard of prior recoveries.
While job losses are slowing, unemployment is not improving, and could weigh on
consumer sentiment and spending for several quarters. While there is a risk of a
double-dip recession, which would continue to suppress sales growth in the sector and
would result in a more adverse near-term credit environment, this is not Fitch’s base
case.

Interest Rates

U.S. Treasury interest rates in 2009 were at historically low levels, with short-term
rates near zero for the first half of the year. Later in 2009, the long end of the yield
curve began to move up. In the low rate environment, utilities achieved low-cost long-
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term debt financing, with 20- to 30-year taxable utility operating company issues at
5.50%-6%. As long as U.S. Treasury policy keeps rates low, the dollar would remain
under pressure. Assuming that the economic recovery takes hold, the Federal Reserve
would have to devise an exit from its easy-money monetary policy, allowing short-term
interest rates to revert to a more normal level, and long-term rates to move up as well.

Access to Capital and Credit Markets

Access to the debt capital market is expected to remain open to the UPG sector issuers
in 2010-2011.

Access to equity capital in addition to debt will be critical for utilities and utility
holding companies to maintain stable credit profiles, given the forecast for capital
expenditures in the sector in excess of internal cash flow. The utility sector will have
difficulty to satisfy equity investors’ expectations for growth in a general economic
recovery. Companies with strong market valuations or better growth fundamentals are
better positioned to raise equity without excessive dilution. Many utilities are
considering the use of hybrid securities to minimize dilution.

Fitch is monitoring expiring bank credit facilities and the pricing, covenants and terms
of new and replacement facilities. A recent Fitch study tallied approximately
$163 hillion of credit facilities of companies in the UPG sector expiring in 2010-2014,
with approximately 40% (565 billion) of maturities concentrated in 2012. Fitch
concluded that expiring credit facilities are not likely to create a liquidity issue for the
sector, although credit costs are likely to be higher than prior to the credit crisis. Fitch
expects that companies with expiring credit facilities will close the gap by means of
alternatives such as diversifying credit providers and using new types of credit facilities,
relying more on capital market debt and less on bank facilities for direct funding or
back-up, and altering cotlateral-intensive business practices to reduce needs for back-
up credit. (For more on this topic, please refer to “Fitch Review of Bank Credit
Facilities in the Utilities, Power, and Gas Sector,” published on Oct. 28, 2009.)

Gas and Power Demand

The trend over the past decade has been for declining natural gas consumption by
industrial users to be offset by higher usage for power generation. In 2009, extremely
low natural gas prices caused the dispatch of gas combined-cycle units to displace some
production by less-efficient coal plants. Assuming somewhat higher gas prices in 2010,
gas is likely to give back some share to coal at the margin. Beyond 2010, Fitch expects

U.S. Natural Gas Consumption by Customer Sector
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that use of natural gas for power generation will be growing and taking share away
from coal, offsetting shrinkage in primary demand for gas as a fuel for residential,
commercial, and industrial applications. On balance, weather-adjusted sales of natural
gas are forecasted to be approximately flat.

On a weather-adjusted basis, Fitch expects that U.S. electricity sales will rise in 2010
by 1% to 2%, largely due to a rebound in industrial usage straddling 2010-2011 that
would recover some but by no means all of the industrial demand lost in 2008-2009.
Longer run, Fitch foresees U.S. power consumption growing at 1.4%-1.6% annually.
Growth in U.S. per capita electricity consumption has been in a long-term secular
decline since 1960, and that trend is likely to continue as state and federal policies
increasingly favor energy-efficiency and demand-reduction programs. In those states
with aggressive policies promoting demand reduction, electric utilities are likely to
press for tariff decoupling mechanisms to replicate those already in effect for many
natural gas distributors and in a few jurisdictions for electricity.

U.S. Electricity Consumption by Customer Sector
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Commodity Prices

While market prices of gas and electric power are expected to rise from the 2009
trough, prices are likely to remain well below the levels that prevailed in early 2008.
Relatively low gas and power prices are a favorable element in the credit outlook of
most electric and gas distribution utilities and many integrated electric utilities, but
form a more challenging market environment for competitive generators with
conventional power generation assets and midstream gas processors to the extent that
sales are dependent on market prices rather than contracts signed at more favorable
prices.

Producers of steam coal remain in a pinch between their own rising production and
pension costs and the gas-on-coal competition at the margin for power production. Coal
stockpiles at power plants will enter 2010 materially above historical levels. While
demand and prices for met coal can rise with global economic recovery, steam coal
prices are likely to be constrained.

Prices of steel, cement, and other construction materials are up somewhat from their
trough in early 2009, and prices are expected to increase over the course of 2010,
especially due to the weak U.S. dollar. However, we see no basis for a return in 2010 to
the runaway inflation of construction materials of early 2008.

U.S. Utilities, Power, and Gas 2010 Qutlook December 4, 2009 5



KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010

=2 item NO 1 1 Page;7 of 52
orpordtés

Natural Gas Spot Prices — Henry Hub

14(S/Mthu)

12

10 \\

8 g4

6

4 e _—
5 N\
[T o e e B o T i ma o S a

S FeEEE &S 0‘“@0“ SRS PSS
f\«/\\@\\,\,\,\’ \,\\6\4)“) ,3> \b b\\ q\ \ ,\’\ \f\,\'(\\\ \\0\,\3:\,(4)\\'\,\,\,\\\,\,\(5\
DAV B\ o q\ \Q\ \Q\ N .\\ .\\ ,\) ”) IARENSCARES .o\ AV AV ) o) .\0\0\ \.\\

MmBtu — Million British thermal units,

Source: Bloomberg.

Natural Gas Price Environment

Natural gas supply has exceeded demand for much of 2009, reflecting a combination of
lower consumption, high production, and historically high gas inventory levels. Rapid
expansion of shale gas production as well as greater accessibility to Rockies’ gas
production contributed to the 2008-2009 collapse of U.S. gas prices as the recession
depressed industrial demand. Fitch believes that price weakness will continue
throughout 2010 as the industry works through high inventory levels and demand
remains weak; the dramatic reduction in rig count during 2009 may only gradually
reduce the gas oversupply, especially since new shale production tends to have very
high initial production tevels.

Weather is a dominant factor in natural gas demand in the residential and commercial
markets. Fitch does not forecast the weather; however, given the drops in natural gas
demand in the industrial sector of the economy, it is not clear that even a colder-than-
normal winter would be enough to support materially higher natural gas prices in 2010.

Wholesale Electricity Prices

As a result of the decline in U.S. power consumption in 2009 along with some new
power capacity coming on line, capacity reserve margins have increased to the extent
that all U.S. power regions are currently oversupplied, with capacity reserve margins in
excess of 30% in most regions. Additions of renewable resources (largely wind) and a
few large coal plants that came on line in 2009 or will enter service in 2010 also tend to
prolong the industry overcapacity. Excess power capacity will only gradually be
absorbed by the modest increase in power demand.

The relatively low band of natural gas prices foreseen for 2010-2011 is expected to
combine with high capacity reserve margins to keep electric power and capacity prices
in a moderately low range in 2010 compared with the prices that prevailed in 2007
through mid-2008. Increasing output of wind and solar generation over the next several
years will also play a role in reducing round-the-clock energy prices and market clearing
heat rates, especially in those markets with the most abundant resources of wind
(Midwest and Plains, Texas) if transmission is adequate to move power to load centers.
In 2010-2013, 30% or more of the new power generation coming on line in the U.S. will
be wind, solar or other renewable generation, stimulated by tax subsidies, state
renewable portfolio standards, and feed-in tariffs in some states. Finally, construction
of new electric transmission facilities in New England and PJM and in ERCOT over the
next five years is expected to begin to lower electricity prices in congested zones and
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to raise prices outside the congestion zones.

Capital Expenditures

Overall, companies in the UPG sector responded to the recessionary environment and
reduced gas and power demand by deferring capital expenditures (capex) budgeted for
2009 and 2010 or cutting out discretionary projects, but the effects differ by segments
within the sector. Overall, capex in the sector will remain well in excess of
depreciation charges relating to the existing asset hase.

Q@

Capex for the competitive power generation sector remains in excess of
depreciation charges, despite more limited access to capital by the independent
generators as well as the court overturn of the Environmental Protection Agency’s
(EPA) Clean Air Interstate Rule (CAIR) and Clean Air Mercury Rule (CAMR)
regulations, which caused some companies to delay environmental compliance
projects. In 2010, capex will include more environmental compliance work,
investments in renewable power sources that carry abundant tax incentives and up-
rates of existing nuclear plant capacity.

Constrained by uncertain access to capital, gas midstream companies, and master
limited partnerships (MLPs) reduced capex very sharply in 2009, cutting back to
maintenance levels and completion of major projects already under construction.
Some major pipeline infrastructure projects are under construction, and these have
put some stress on credit ratios of their sponsors. In 2010, companies will spend to
complete major pipeline projects and to extend gathering lines to new shale-
producing areas, and could ramp up discretionary capex if funding is available and
market conditions improve with enhanced economic activity.

Gas distribution utilities generally have modest capex budgets, averaging around 1.5x
annual depreciation charges. Spending is expected to decline year on year in 2010.

Electric utilities have been in a pattern of increasing capex from 2005-2008 and had
budgeted to continue to grow in 2009. In 2009, the investor-owned electric utilities
reduced their aggregate capex by 10% from the originally budgeted 2009 levels, and
cut their 2010 plans by 9% from the original plans for 2010. After those cuts, 2010
capital expenditures for the segment as a whole are now budgeted to be essentially
flat with the record $84 billion level of 2008, and Fitch expects to see some growth
in capex in 2011. The ratio of capex to annual depreciation and amortization
charges will on average be higher for integrated utilities than for utilities that are
pure transmission and distribution (T&D) providers. Fitch notes that there is
considerable divergence in capital investment among the T&D utilities, including
some that are investing heavily for advanced metering or transmission and grid
reliability projects and several with very minimal capex. (For more information on
this topic, please refer to “Electric Utility Capital Expenditures: The Show Will Go
On,” published on Oct. 14, 2009).

Ratio of Capital Expenditures to Depreciation and Amortization
(12 Months Ended Sept. 30, 2009)

Average Minimum Maximum
Parent Companies (Consolidated) 2.3 0.7 4.9
Electric Integrated Utilities 2.7 0.8 6.7
Electric Distribution Utilities 1.5 0.3 4.6
Gas Distribution Utilities 1.5 0.9 3.0
Competitive Generators 2.8 0.9 7.0
Pipeline and Midstream Gas 2.5 1.0 7.6

Source: Fitch Ratings, company financial statements.
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Public Policy Will Drive Fundamental Changes

While it is still uncertain whether a major energy bill will be enacted in 2010, the
presidential administration and Congressional leadership are intent upon enacting a law
to address climate change, including limits on GHG emissions using a cap-and-trade
program, implementing standards for energy efficiency and conservation, and
promoting investments in renewable resources. However, it has so far proven difficult
to find bipartisan support or to muster sufficient support within the Democratic
majority to pass a Senate bill that will raise costs for consumers and disadvantage some
states more than others.

If the Congress is unsuccessful in passing new laws on these matters, the EPA has the
authority to take a more vigorous approach to carry out the federal court mandate
defining carbon dioxide and other GHGs as dangerous pollutants subject to regulation
under the Clean Air Act. Compliance with an EPA rule is likely to be more difficult and
costly for electric power generators and integrated utilities than a compromise bill
crafted by Congress; thus, the electric industry has united to support Congressional
action. Also, EPA is expected to act on new regulations to replace vacated Clean Air
Interstate Rule and Clean Air Mercury Rule with important effects on coal-fired
generating units, though not likely to have material effect in 2010.

Fitch assumes that there will either be a national law within the next two years that
will regulate carbon emissions, or the EPA will step in with new regulations with more
severe impact. If the EPA establishes rules, they are likely to take several additional
years of litigation and implementation. Fitch conducts sensitivities of the effects of
possible emissions prices or a tax on carbon emissions in its credit reviews of power
generators, but has not developed stress cases around potential EPA regulations.

Renewable Energy and Technology Innovation

Roughly half the states have adopted renewable portfolio standards (RPS) requiring
utilities to source a larger share of their electric power from defined renewable
sources, and more continue to jump on the bandwagon. There is growing pressure in
some states to establish feed-in tariffs and/or net metering of electricity. The longer-
term effect of these requirements may be adverse for electric utility credit if utilities
become loaded up with costly and inflexible power purchase obligations, akin to the
problems that occurred in the 1980s-1990s following the implementation of the Public
Utility Regulatory Policy Act of 1978. As higher costs of renewable resources and
related transmissions are pushed into consumer tariffs, it could make it more difficult
for utilities to achieve base rate increases to recover other rising cost elements and
maintain satisfactory equity returns.

In 2009, significant tax incentives (see the Federal Tax Matters section on page 9) have
begun to stimulate a sharp increase in investments in wind, solar, biomass, and other
resources defined as renewable power. Federal loan guarantees for renewable
resources, advanced clean energy technologies, and electric transmission, as well as
grants from the Department of Energy for advanced metering and Smart Grid projects
are additional sources of stimulus.

We have entered a period of high technology innovation in renewable energy resources,
demand reduction, energy efficiency, and electric power transmission networks. A
significant amount of work is underway to prepare for potential charging of plug-in
electric vehicles, a development that would require substantial new investments in the
utility distribution grid. The industry is testing technologies for carbon capture and
storage, integrated gasification with combined cycle electric production (IGCC), battery
storage, and pursuing licensing of new nuclear reactor designs. The U.S. has increased
federal funding for energy-related research at the national laboratories. Burgeoning
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and often conflicting policies and technology changes will lead to fundamental and
largely unpredictable changes in the energy and electricity sector over the next five to
10 years, but with relatively small impact in 2010.

Federal Tax Matters

Many companies in the UPG sector will lower their tax bills for 2009 and 2010 as a
result of a host of economic stimulus tax provisions. Tax credits for investments in
renewable energy and extended tax loss carry-backs will temporarily turn the tax
return into a profit center for several companies in the sector.

The American Recovery and Reinvestment Act of 2009 (ARRA), an economic stimulus
package, extended and expanded tax benefits available to specific project investments,
particularly for various renewable energy technologies:

o Renewable Energy Production Tax Credits (PTC): ARRA extended eligibility dates
of a tax credit for facilities producing electricity from wind, biomass, geothermal
energy, municipal solid waste, and qualified hydropower and marine renewable
energy. The “placed in service date” for wind facilities was extended to
Dec. 31, 2012, and for the other types of facilities to Dec. 31, 2013.

s Election of Investment Tax Credits in Lieu of PTC: Businesses that place in service
facilities that produce electricity from wind and some other renewable resources
can choose either the energy investment tax credit (generally a 30% tax credit for
investments in energy projects) or the PTC, which provides a credit per kWh for
electricity produced from renewable sources. A business may not claim both credits
for the same facility. A taxpayer electing the ITC in lieu of PTC receives a cash
payment 60 days after achieving the commercial operation date.

o Bonus Depreciation: Businesses can deduct half the adjusted basis of qualifying
property in the year it is placed in service. The extension applies to qualifying
property placed in service in 2009 (2010 for long production period property and
certain transportation property).

Net operating loss (NOL) carry-back was extended for a maximum carry-back of 5 years
rather than the normal two-year period applicable to nearly all companies, except for
recipients of TARP relief, as a provision of the Homeownership and Business Assistance
Act of 2009 (November 2009). The carry-back can be applied to NOLs generated in
either 2008 or 2009 but not for both years. The effect is an immediate increase in
available cash for the taxpayer.

Meanwhile, the prior administration’s dividend tax cut is scheduled to expire at the end
of 2010, and there is wide speculation that additional taxes or higher tax rates will be
applied to fund the federal deficit, including eliminating the current favorable
treatment of capital gains and dividend income. Given the sector’s heavy capex
requirements, Fitch would consider any such changes in federal income and capital
gains tax rates to be unfavorable developments that would likely lower equity
valuations of regulated utilities and utility holding companies.

Pension Funding

Many companies that entered 2009 with severe erosion in the value of their pension
funds relative to projected benefit obligations opted to make cash contributions to
comply with the U.S. Pension Protection Act of 2006, as moderated by the Worker,
Retiree, and Employer Recovery Act of 2008. Cash contributions in 2009, combined with
the recovery in bond and stock market values, have reduced the gap, but a number of
companies will need to continue cash contributions in 2010 (absent a significant run-up
in market values of investments).
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Bankruptcy and Restructuring

There were no notable defaults or bankruptcy filings in the UPG sector in 2009. That
stands in sharp contrast to the upswing in defaults and bankruptcy filings in other
corporate sectors as a result of the severe national and global recession. A peak default
period in the UPG sector was from 2001-2003.

SemGroup restructured and emerged from bankruptcy as a new public company in early
December 2009, approximately 16 months after the company and its major wholly
owned subsidiaries filed a bankruptcy petition on July 22, 2008. Pre-petition lenders
were estimated to recover 100% on some secured obligations and secured trading
exposures, an estimated 55% on one secured working capital loan facility, and 75% on a
secured revelving credit. Unsecured lenders and general creditors were estimated to
recover 5% to 10% of their exposure via the allocation of 5% of the equity in the new
public company to the unsecured class.

SemGroup’s 2008 insolvency resulted from its inability to post required margin
collateral to trading counterparties. The company adopted a trading strategy based on
the sale of naked call and put options that did not adhere to the SemGroup risk
management policy and violated the terms of its pre-petition credit agreement. When
SemGroup experienced trading losses, it increased and rolled forward its options
positions, causing increased losses and occasioning growing demands for margin
collateral that the company could not satisfy.

Utility Parent Companies
2010 Outlook — Stable
Longer-Term Outlook — Negative

The utility parent companies (UPCs) are poised for an improved economic and financial
environment as compared to that of a year ago. With economic activity picking up,
industrial sales have shown signs of stabilization in the third quarter. As industrial sales
recover, it is likely that the commercial sales, which have been weak in certain regions,
could follow suit. However, with revenue growth rates well below historical levels,
Fitch expects UPCs to continue their cost-cutting focus in both their regulated and
unregulated businesses to drive earnings and cash flow growth or support stability.

UPCs have withstood the credit crisis well. Qverall, the companies were in a financially
sound situation before the credit crisis hit, and liquidity during 2009 was bholstered by
reduced working capital needs due to falling commodity prices, reduction in
discretionary capex, and capital market issuances. Access to capital markets remains
open and relatively low cost for creditworthy borrowers. Fitch expects UPCs to extend
their conservative balance sheet stance in 2010, given the current fragile nature of
economy and recovering credit markets, combined with the stated intentions of most
management teams to maintain a stable credit profile. For regulated businesses, Fitch
expects the utility parent companies to use a judicious mix of debt and equity to
finance high levels of planned investments, most of which is mandated and earmarked
for reliability, environment compliance, and renewable energy projects. For
unregulated businesses, UPCs will need to balance the capital structure against rising
business risk due to lower cash flows brought on by a fall in commodity prices and
increasing proportion of unhedged output in the outer years.

Fitch expects climate change to remain a predominant focus for most UPCs despite the
uncertainty around the contents and timing of passage of a national law. While some
UP(Cs have been more proactive than others, Fitch expects more and more companies to
pursue low/zero carbon technologies more aggressively than before. This could be
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manifested in both regulated and unregulated businesses investing a greater proportion
of total capex in clean technologies and renewable generation as well as associated
transmission, energy efficiency, and smart grid investments, and in retirements of older
coal-fired power plants that cannot be economically retrofitted.

Parents of utilities are generally taking advantage of opportunities to invest in
regulated rate base, driven by legislative/regulatory mandates as well as a strategic
pursuit of cleaner technologies as highlighted above. Fitch expects UPCs to seek out
those investment opportunities where prospects of cost recovery are high and the
prospect is for a reasonable return on equity (ROE).

As of late November 2009, utility stocks as measured by the Philadelphia Utility Index
(UTY) have declined 3% in 2009 and underperformed the S&P 500 by 18%. The increase
in risk appetite among investors clearly worked against the defensive utility sector as
signs of economic recovery emerged. Utility stocks that have a greater proportion of
unregulated businesses have lagged their regulated peers due to a sharp fall in
commodity prices. The sunset of reduced dividend tax rates on Dec. 31, 2010 further
reduces the investment appeal of utility equity and is expected to increase the cost of
equity capital.

Notwithstanding the turmoil in the economy and the adverse capital market conditions,
especially in the early part of 2009, ratings in the UPC sector have remained generally
stable. The UPC’s median ‘BBB’ issuer default rating (IDR) and senior unsecured ratings
are the same as a year ago. Year to date, there have been three upgrades and seven
downgrades in the sector. Approximately 82% (37 of 45 observed companies) of Fitch’s
UPC issuers have Stable Rating Outlooks and 16% (seven of 45) have Negative Outlooks,
while only 2% (one of 45) has a Positive Outlook.

Sector downgrades in 2009 reflect a challenging operating and financial environment
due to both weak industrial sales and rising operating costs (NiSource Inc.; IDR
‘BBB-’/Stable), financial pressure, and associated execution risk from plans to build
new nuclear plants (SCANA Corp.; IDR ‘BBB+’'/Stable), weak commodity prices, and
lower profitability of the unregulated generation portfolio (PEPCO Holdings Inc.;
‘BBB’/Negative), and reassessment of financial and liquidity risk (Constellation Energy
Group, Inc. (CEG); ‘BBB-'/Stahle) among others. Fitch upgraded only three IDRs of
parent holding companies in 2009. Two reflected gradually improved financial ratios
and favorable state regulatory developments (Avista Corp.; IDR ‘BBB-’/Stable and DPL
Inc.; IDR ‘A-’/Stable), and one resulted from demonstration of support by a foreign
parent (Energy East Corp.; IDR ‘BBB+’/Stable).

Ratings are not anticipated to change meaningfully in 2010. Fitch expects the overall
ratings for the UPCs to be stable primarily due to modestly rising economic activity,
and managements’ relatively conservative financial and business strategies. Concerns
would be a fall in economic activity and power demand, an increase in populist
regulatory decisions, volatile commodity prices, adverse climate change mandates, and
shareholder-friendly decisions that result in increased leverage.

Mergers, Acquisitions, and Divestitures

Fitch expects limited merger & acquisition (M&A) activity in the near term given
uncertainties that remain around economic recovery, commodity prices, state
regulatory responses, and carbon legislation, combined with the high costs of bank
financing and relatively low equity valuations. Exelon Corporation’s (EXC) failed bid to
acquire NRG Energy, Inc. (NRG) in 2009 highlights the difficulty in pulling off a hostile
deal. The ongoing delay for Entergy Corp.’s spinoff of Enexus is reflective of the
difficult state regulatory environment related to M&A activities. Electricité de France’s
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investment in a 49.99% joint venture interest in Constellation Energy Group’s nuclear
fleet was consummated late in 2009, after a controversial state regulatory proceeding
that highlighted the regulatory hazards of merger/divestiture activity. That said, the
case for industry consolidation remains strong given the fragmented industry, the scale
of capital investments needed relative to the size of the companies, and the potential
for operational synergies to drive down rates for consumers.

Fitch expects a majority of the UPCs to focus on organic growth, especially as regulated
businesses take advantage of the attractive incentives for renewables and transmission
development to drive rate base growth. As demands on capital increase, some UPCs
could shed non-core assets, including businesses that are collateral intensive.

On the unregulated generation side, while there are good arguments for consolidation
of smaller gencos, we see greater potential for asset acquisitions given low valuations.
This could be driven by unregulated generators seeking “tuck-in” acquisitions or
utilities short of generation seeking to grow their rate base. An emerging trend seems
to be for unregulated generators to acquire renewable assets, such as the recent
announcements by NRG to acquire an offshore wind developer and a solar farm in
California and CEG to purchase wind assets in Maryland. It is quite possible that
different forms of partnerships develop between traditional utility companies and the
new generation clean technology companies to exploit relative strengths. Finally, a
weaker dollar could spur cross-border asset acquisitions by foreign buyers or joint
venture investments with foreign participants. Notable recent announcements of cross-
border partnerships are AES Corporation selling a 15% stake to China Investment
Corporation and Duke Energy signing agreements with several Chinese companies to
develop a variety of renewable and clean energy technologies.

Electric Utilities

2010 Outlook —- Stable
Longer-Term Outlook — Stable to Negative

Fitch’s near-term outlook for the utility sector is stable, despite some challenges. The
combination of high capital expenditures and relatively weak electricity demand will
continue to pressure credit quality and require base rate increases in 2010 and beyond.
Favorably, most regulated utilities are entering 2010 on sound financial footing.
Moreover, overall rate pressures are mitigated by low fuel prices, strong capital market
access, and low interest rates. Fitch’s stable outlook assumes most states will continue
the constructive regulation of recent years. However, given the lingering rate of
unemployment and voter concerns about the economy, there could well be pockets of
adverse rate decisions, and those companies with little financial cushion could suffer
adverse effects.

Regulation

Decisions by state regulators will continue to be a key driver of individual company
credit ratings in 2010. In general, state regulation is likely to continue to be even-
handed; however, there could be isolated cases of adverse regulatory or politically
motivated decisions on utility rates in an election year, which is considered to be event
risk rather than a sector trend. Positively, low fuel costs should largely offset the
impact of rising base rates in 2010. However, even with modest electricity demand
growth next year, total customer demand is expected to remain below 2007 levels, and
under-earning seems likely, even in the case of some companies that have base rate
cases decided in 2009 and 2010. Some of the rate requests filed in late 2008 or early
2009 and still pending were made prior to the recognition of the full impact of
recessionary load loss on demand; consequently, utilities are already playing catch up
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by seeking ways to cut operating costs and/or defer capex.

Numerous electric utilities have filed for base rate increases to recover costs of
investments in system growth and reliability, as well as to adjust the allocation of
operating and maintenance costs and capital recovery to lower demand levels. In
addition, a number of multi-year rate settlement periods will end, enabling these
utilities to deal with the rising costs and loss of load. Numerous state commissions are
expected to reach decisions on new base rates in 2010. (See the “Electric Rate Case
Pending 2010 Decision” table below.)

Electric Rate Cases Pending 2010 Decision

Arizona Public Service Company Indiana Michigan Power Company
Atlantic City Etectric Company Monongahela Power Company

Black Hills Power, Inc. New York State Electric & Gas Corp.
Central Hudson Gas & Electric Corp. Northwestern Corporation
Connecticut Light and Power Co. PacifiCorp

Consotidated Edison Co. of New York® Potomac Edison

Delmarva Power & Light Co. Potomac Electric Power Company
Duke Energy North Carolina Public Service Co. of New Hampshire
Empire District Electric Company (MO and AK) Public Service Electric and Gas Co.
Florida Power and Light Co. Rochester Gas and Electric Corp.
Florida Power Corp. Southwestern Electric Power Company (AK and TX)
Georgia Power Company Union Electric Co.

IU"inois Power Company Western Massachusetts Electric Co.

*A settlement proposal is pending.
Source: C Three Regulatory Database, Fitch Ratings.

An emerging regulatory trend for integrated electric utilities is the initiation of
electricity revenue decoupling in response to the recent softness of demand and state
policies that include ambitious energy-efficiency targets. Tariff mechanisms that
mitigate the effect of variances in sales are common among gas utilities, which have
experienced declining demand for many years and whose sales have an extreme
weather sensitivity; in gas distributors, this may take the form of minimum bills that
recover a large part of fixed costs, fixed/variable tariff components, or explicit
weather normalization or volume decoupling mechanisms. While such tariffs have not
been common for residential consumers of electric utilities, Fitch sees states beginning
to implement some mechanisms of this sort on the electric side, although in a few cases
at a pilot scale. States that allow or initiated electric decoupling programs include:
California; Ohio (Ohio utilities can request decoupling under existing rules), Vermont,
New York (Consolidated Edison of NY, Orange & Rockland Utilities, Central Hudson Gas
and Electric ), Maryland (Baltimore Gas & Electric); and pilot scale programs in
Wisconsin and Idaho. In Fitch’s view, volume decoupling reduces cash flow volatility
and lowers business risk, and will be particularly meaningful in states that have set
aggressive energy reduction goals.

For electric T&D utilities in states that restructured their electricity markets, staggered
power auctions or other competitive power procurement processes are becoming more
customary and standard. Staggered contracts for up to three years create realized
prices that are a blend of past and future prices, which moderates single-year
commodity price volatility for customers. Most states that deregulated generation
supply have already completed or are nearing completion of full transition to market-
based generation rates. Solicitations for energy, capacity, and/or other services in the
next six months are expected to include Duquesne, Metropolitan Edison/Penelec, Penn
Power, PPL Electric Delivery, Philadelphia Electric Co., Illinois Power Agency, West

U.S. Utilities, Power, and Gas 2010 Outlook December 4, 2009 13



KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010

FitchRatings Corporates

|
KNOW YOUR RISK )

Penn Power, and the New Jersey Basic Generation Service auctions for the state’s
electricity utilities. While in prior years’ outlooks, Fitch noted significant uncertainty
regarding the ability of electric T&D utilities to obtain full and timely pass-through of
generation costs in tariffs, this risk has subsided as auctions that place the price risk with
consumers have become routine; the significant decline in wholesale market power prices
has also helped to make the transition less controversial than in prior years.

Capital Spending

While many utilities responded to the economic downturn and court decisions that set aside
the CAIR and CAMR by reducing or deferring capital spending budgets for 2009 and 2010,
capital spending remains high relative to historical trends. In many cases, utility
managements responded to weak demand by adjusting budgeted expenditures to
accommodate lower demand curves and deferring, but not cancelling, new generation
projects; however, projects to enhance distribution reliability generally were not delayed.
Despite these deferrals, Fitch forecasts spending will continue to run at more than double
depreciation on average. To fund the system investments, internal cash flow will need to
be supplemented with external capital, and management will face choices of increasing
leverage or shoring up the capital structure with new equity issuance.

Drivers of 2010 capital spending levels for electric utilities include: increasing
environmental compliance mandates; new transmission lines needed to serve
intermittent renewable power sources located far from load, reduce basis differentials
within regional transmission organizations (RTO), or improve system reliability;
advanced metering; and self-building for renewables mandates. Fitch notes that for
integrated utilities with responsibility for generation as well as power distribution, 2009
capital spending averaged approximately 2.7x depreciation of existing assets, while for
restructured electric T&D utilities, capex averaged a more manageable 1.5x
depreciation charges (see the “Capital Spending Relative to Depreciation Charges”
table on page 6). Fitch notes that utilities have good track records for full and timely
recovery of environmental spending and that recovery of the transmission investments
is often supported by RTO orders to build and constructive Federal Energy Regulatory
Commission (FERC) tariffs, which are both significant spending categories for 2010.

Fitch believes capital investments will remain elevated for several years. Global
climate change and GHG legislation is going to present enormous challenges to the
industry over the intermediate to longer term, as utilities consider their options to
comply with anticipated reductions in emissions, such as carbon capture and
sequestration, integrated gasification combined-cycle power generation (IGCC), up-
rates of existing nuclear plants or new-build nuclear, or renewable energy resources (27
states, and counting, have enacted RPS standards). While the low gas price
environment makes power generation with natural gas an easy choice for near-term
capacity needs and to back up intermittent wind or solar power, utility managements
and state regulators are leery of renewed gas price volatility if eventually the
oversupply of natural gas should self-correct. Moreover, gas is not a carbon-free choice,
and longer term carbon goals under a national energy bill would not be met if load
growth is mainly met through gas-fired capacity additions. Uncertainty about what to
build and when is exacerbated by unknown impacts of energy efficiency and electric
car efforts, and when pressures on customer bills from carbon atlowances will ramp up
to a meaningful level. The rating impact of these longer-term developments will be
case by case, based on legislative and regulatory integrated resource plans and cost
recovery decisions. For example, Ohio passed a law requiring future costs of carbon
laws to be passed through to customers in the fuel adjustment mechanism, an
encouraging sign for the credit of integrated electric utilities in the state.
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Natural Gas Distributors

2010 Outlook — Stable
Longer-Term Outlook — Stable

Fitch’s 2010 outlook for local gas distribution companies (LDCs) remains stable with
expectations for continued operating, regulatory, and financial stability within the
space in the long term. Natural gas prices have moderated as the quantity of gas in
storage has hit historic highs heading into the 2009-2010 winter heating season. This
will mean lower rates for consumers, alleviating some concern regarding rising bad debt
expense given high unemployment and weakness in the economy. Additionally, state
regulatory relations continue to be constructive for gas LDCs; many LDCs continue to
successfully pursue progressive rate design crafted to stabilize financial exposure to
changes in volumes sotd.

Overall, gas LDCs weathered last year’s capital market turmoil maintaining liquidity and
access to capital markets. Gas prices were well off their mid-2008 highs by the start of
the 2008-2009 heating season, and LDCs had delayed building inventory. Also, Fitch’s
concerns about increased bad debt expense in 2009 did not meaningfully materialize.
Sales growth for the sector slowed significantly as the recessionary economy and a
weak housing market slowed customer growth across the board. Continued weakness in
the housing sector will constrain demand throughout 2010. Sales volumes have also
been affected by a significant decline in industrial demand, particularly in the U.S.
Midwest.

Fitch expects that moderate economic growth should help return industrial demand to
more normalized levels in the second half of 2010. As a result of slower growth and
slackened demand, LDC capital expenditures are expected to be focused on system
maintenance rather than expansion and should remain fairly low (averaging
approximately 1.5x depreciation charges), so there is not a need for significant external
funding. The relatively low capital spending, coupled with lower rates charged to
consumers via purchased gas cost adjustment mechanisms, will reduce the chance for
any potential rate shock to customers and limit LDC exposure to adverse regulatory
developments. Additionally, competitive energy sources, including fuel oil and propane,
are correlated to crude oil prices and thus remain priced well above natural gas,
limiting the potential for fuel-switching during 2010.

Conservation and the impact of weather on usage remain industry-wide concerns for
natural gas LDCs, many of which have pursued rate designs in their regulatory jurisdictions
intended to help address usage volatility. Currently, 18 states have approved the
implementation of revenue decoupling, which helps prevent margin erosion stemming from
declines in customer usage due to conservation or energy-efficiency increases. Additionally,
more than half of U.S. states have some form of either full decoupling or weather
normalization, which helps stabilize revenues from the effects of weather. These rate
designs help insulate the utility’s cash flow from changes in volume of sales, providing
earnings and cash flow consistency and stability. Fitch continues to view the
implementation of rate mechanisms that reduce cash flow volatility favorably; more
predictable cash flow translates to lower business risk for LDCs.

Competitive Generation Companies
2010 Outlook — Negative
L.onger-Term Qutlook — Stable

Fitch’s 2010 outlook for competitive generation companies is negative, as continued
demand and price weakness will weigh on cash flow and credit metrics. Fitch typically
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views the competitive generators in two distinct subgroups: affiliated generators, which
are subsidiaries of large utility holding companies or financial institutions and typically
have investment-grade IDRs; and independent generators, which are standalone
companies that typically have speculative-grade IDRs. Fitch’s 2010 outlook is negative
for both subgroups. Fitch expects that continued power price weakness, slack demand,
and uncertainty surrounding carbon legislation will all weigh on the credit outlook for
the competitive generating space throughout 2010. Fitch believes that earnings and
cash flow, while likely improved over 2009 results, will continue to be muted, barring
any significant recovery in commodity prices or industrial demand.

Last year proved to be a challenging environment for competitive generators across the
spectrum. Lower demand and wholesale power prices pressured earnings and cash flow,
particularly for some of the more highly levered independent generators, who in some
cases were forced to sell assets, pay down some debt, and amend credit facility
covenants. Dynegy Inc., for example, amended the covenants under it secured credit
agreement and announced an agreement with LS Power to sell assets in exchange for
cash and LS Power’s class B units in Dynegy. These moves precipitated a negative rating
action by Fitch in August when the transaction was announced. Negative rating and
Outlook actions, in fact, were prevalent for many of the independent generators and
affiliated generators under Fitch coverage, with a downgrade to Dynegy inc. (DYN; IDR;
‘B-’/Negative Outlook) and Outlook changes to Ameren Energy Generating Co. (IDR:
‘BBB+’/Negative Outlook), Brookfield Renewable Power (BRPI; IDR ‘BBB-'/Negative
Outlook), Edison Mission Energy (EME; IDR: ‘BB-’/Rating Watch Negative), Midwest
Generation (IDR: ‘BB’/Rating Watch Negative}, RRl Energy (RRI; IDR ‘B’/Negative
Outlook) and Texas Competitive Electric Holdings (TCEH; IDR: ‘B’/Negative Outlook).

Despite the discouraging fundamentals for this business segment, Fitch believes that
the competitive generators have taken steps that will tend to mitigate further
downside should wholesale power prices continue to languish through the year. The
independent generators, in particutar, have focused on cutting operating costs and
hedging or contracting significant amounts of their expected generation for 2010 and
2011, actions that some of the companies had not previously taken in a more robust
wholesale power pricing environment. Liquidity across the space remains adequate with
most companies possessing sizable cash balances and revolver availability. Fitch also
notes that despite declines in value from the peak in early 2009, enterprise valuations
for most power generators are strong relative to outstanding indebtedness, which
would lead to strong recoveries for secured debt for all but the most highly leveraged
competitive generator issuers in a case of default.

Capital spending will remain muted as generators continue to take a conservative
approach to growth spending, and environmental spending is delayed given the
uncertainty surrounding carbon legislation and absent new mercury and sulfur dioxide
rules. Notable exceptions include NRG, which continues to pursue its Repowering NRG
capex program and has recently been an active investor in renewable resources; TCEH,
which is in the process of completing the third of three large baseload power plants;
and Exelon Generation Co., which is pursuing a large-scale nuclear up-rate program.
Additionally, Fitch sees the potential for opportunistic asset sales and acquisitions, as
more highly leveraged generators look to shore up balance sheets or more stable names
look to grow and diversify their portfolios. With equity prices not reflecting the value of
underlying assets, Fitch continues to believe there is a compelling argument for
consolidation and acquisition within the space.

Longer term, looming carbon legislation remains a key operating and credit issue for
the competitive generating space. The financial impact could be significant depending
on the individual company’s generation portfolio, as well as the specific form and cost

16 U.S. Utilities, Power, and Gas 2010 Outlook December 4, 2009



FitchRatin

KNOW YOUR RISK

£s

KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010

Carpordtes

assigned to emissions under proposed legislation and the direction of commodity prices.
While the impacts of carbon legistation will vary for individual companies and in
different power regions, it is reasonable to assume that less-efficient coal-fired
generation will begin to be displaced first by gas-fired generation and, in the longer
term by renewable projects, new nuclear, and potentially by carbon capture and
sequestration clean coal technology (should that technology prove to be economically
viable). Emission-free competitive generators with low variable-costs will be the
biggest beneficiaries of carbon legislation. More-efficient natural gas-fired competitive
generators are likely to see their generation dispatched more frequently as well.

Longer-term concerns include debt, credit facility, and term loan B maturities in the
2013-2016 timeframe; the roll off of current hedges; and the ability of competitive
generators to recontract expected generation at levels that would support ratings. Debt
maturities in 2010 are manageable, as most issuers do not face any significant
refinancing. Additionally, with capital markets returning to a more normal pattern,
access to capital should be open. However, particularly for the speculative-grade
independent generators, capital will likely be significantly more expensive than prior to
the financial crisis, reflecting changes in the bank market conditions, higher financing
costs and weak equity valuations.

Public Power Utilities

2010 Outlook — Stable
Longer-Term Outlook — Stable to Negative

Fitch’s Public Power and Electric Cooperative 2010 Outlook — Stable

Fitch’s 2010 outlook for the public power and electric cooperative sectors continues to
be stable despite the pressures that correspond with the national economic recession.
After a rocky first half of 2009, capital market access has stabilized. However, there
appears to be a lagging ripple-effect from the economic downturn that is working its
way through local governments and creating downward rate pressure on public power
utility systems that will persist well into 2010. Other credit pressures on the sector
include: declining energy consumption related to the economic downturn, the need for
rate increases in a difficult economic climate, limited/costly access to external
liquidity, and state specific mandates — with the potential for federal mandates in
2010-2011 — regarding renewable energy sources and GHG emissions.

These pressures coincide with declines in natural gas and purchased power prices that
have reduced the expenditure levels and provided some relief to many retail utilities.
However, a softening of power market prices has resulted in lower-than-budgeted
revenues from surplus power sales for several utilities. Growth levels have favorably
slowed to more manageable levels in certain regions, providing an opportunity to adjust
and re-evaluate system capital needs. While these current trends have not resulted in
significant changes to the credit quality of the overall public power and electric
cooperative sectors, Fitch intends to monitor variations specific to regions. Fitch notes
that events in the next five to 10 years primarily related to expected environmental
legislation could increase the cost structures of many electric utilities and potentially
place pressure on credit ratings. Decisions regarding timely rate recovery of increased
costs and the subsequent change in a utility’s competitive position within its regional
market will be key credit drivers. Fitch believes that the public power business model
will continue to allow these utilities to perform well in 2010 and provide investors with
a generally stable credit sector. Fitch’s outlook for the sectors over the long term
remains stable yet recognizes that increasing negative pressures are affecting the
industry, primarily due to environmental mandates related to increased renewable
energy resource requirements and GHG emissions restrictions. The possibility of carbon
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legislation being enacted looms over the public power industry and the specter of the
proposed legislation is already impacting decisions on whether to build additional fossil-
fuel baseload generation.

Short-Term Public Power Outlock

While there have been noticeable downward trends in financial metrics such as debt
service coverage, cash-on-hand, and operating margins for both wholesale and retail
public power systems, overall the sectors continue to benefit from solid credit
fundamentals, including: essentiality of electric service, local control over rate-setting
without state commission oversight, a cost advantage compared to neighboring
investor-owned utilities, and benefits associated with a predominantly residential and
commercial customer bases. Fitch expects that the average ratings for wholesale and
retail utility systems, including electric cooperatives, will continue to be ‘A’ and ‘A+’,
respectively. Fitch has noted in certain regions an increase in efforts by local
governments to slow electric rate increases and boost transfers from the utility system
to replace lower tax revenues and to fund the growing local government pension
obligations. If unchecked, this trend could result in public power utilities with reduced
liquidity and credit protection.

While varying in degree from region to region, overall the economic downturn and
financial market disruptions have not yet resulted in material credit pressure on public
power utilities. Public power and electric cooperatives have continued to have access
to the capital markets, although borrowing costs have been higher than budgeted.
Construction costs have declined and, in some cases, capital spending has been delayed.
Generation investment is continuing, albeit at a slower pace, both through direct
ownership and long-term bilateral contracts. Supply-related investments have been
designed not only to meet load growth but increasingly to comply with local and state
renewable resource requirements. Many utilities continue to realign their debt
structure by reducing outstanding variable-rate exposure, given the disruptions in that
market and the contraction/costliness in available liquidity facilities.

The economic contraction in many markets resulted in slower growth levels and
consumption declines. Collection delinquencies and turn-off actions have increased only
slightly despite the negative economic conditions, rising unemployment levels, and
home foreclosures. Public power and electric cooperative utilities that are commodity
purchasers have benefited from the recent decline in natural gas and wholesale power
prices. However, several utilities that typically sell excess power into these markets
have experienced lower-than-budgeted revenues from surplus sales, but many have
maintained their financial margins through the use of conservative forecasting and
budgeting practices, given the volatility of these revenue sources.

Long-Term Public Power Outlook

Fitch’s long-term outlook for the sectors is stable but recognizes increasing negative
credit pressures. Approval of national environmental mandates is still pending; however
many utilities already face pressure from state or locally established renewable
portfolio standards and must assess how to meet long-term load growth within an
evolving environmental and generally more restrictive and costly regulatory framework.
The growing pressure to enact carbon emissions restrictions to combat global climate
change is expected to result in the enactment of national carbon legislation in the near
future, but the structure, timing, and implementation schedule is still uncertain.
Utilities, however, are already making decisions based on the anticipated legislation.
Several large, baseload coal-fired power plants have been cancelled, and some of this
planned future capacity is being replaced by natural gas and renewable generation. To
the extent public power utilities rely mainly on natural gas-fired resources going
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forward, Fitch believes there could be a renewed risk of over-reliance on natural gas
and the associated volatile fuel price exposure.

While Fitch believes that the public power and electric cooperative business models
will continue to allow these utilities to perform well and prove to be stable credit
sectors, increasingly negative market and industry factors could adversely impact some
regions more than others. The utilities with greater credit exposure are those that have
large capital improvement needs, relatively high leverage, below-average financial and
rate flexibility, and a heavy reliance on fossil fuel generation. Conversely, systems that
show stable to improving financial metrics, have limited new capital needs, and have a
greener generation portfolio are expected to maintain Stable Outlooks and in some
cases realize improved credit profiles.

Pipeline and Midstream Sector

Companies in the Pipeline/Midstream segment in 2009 faced the following pressing
concerns: adequacy of liquidity, access to capital markets, the oncoming recession and
its effects on demand for energy products, ability to defer capital spending, and
commodity price trends. In response to these difficult operating conditions, companies
overwhelming “played defense” and adopted cautious financial practices. In the face of
a weakening economy and constrained capital markets, companies issued high-cost
debt and equity to shore up their liquidity positions. Discretionary spending was cut to
sustainable levels. Many MLPs adopted more conservative distribution practices to
increase cash retention.

Entering 2010, business fundamentals are better than they were six or 12 months ago,
but many challenges remain. Growth has slowed. Several large pipeline projects,
burdened by increased construction and capital costs, will generate lower-than-
expected, single-digit returns. The economy remains fragile. Given this backdrop, Fitch
expects companies to stay the course by avoiding excess leverage and maintaining
disciplined operating and growth strategies.

Natural Gas Pipelines
2010 Outlook — Stable
Longer-Term Outlook— Stable

Fitch foresees stable short-term and longer-term outlooks for interstate and intrastate
natural gas pipelines. However, credit measures for companies funding large expansion
projects will likely remain under pressure through 2010.

During 2008, completions of new natural gas pipelines and expansions of existing pipelines
in the U.S represented the greatest amount of pipeline construction in more than 10 years.
The added capacity for each of the top 15 projects exceeded 1 billion cubic feet per day
{Bcf/d). The U.S. Energy Information Administration (EIA) reports that the number of
proposed projects suggests construction activity will remain strong through 2011, with 2009
potentially showing the second-highest level of capacity additions in the decade. More than
10,200 miles of potential new gas pipelines are scheduled to be added in 2009-2011, but a
portion of these projects will likely be delayed or canceled.

Even with cuts in discretionary spending by sponsor companies, weak commodity prices,
and a slowly recovering economy, there is still a demand for new pipeline infrastructure to
access unconventional resources, particularly natural gas from shale formations.
Additionally, the costs of steel pipe, equipment, labor, and financing have declined from
20082009 highs, which will help companies attain adequate returns on their investments.
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New North American Pipeline Capacity

Proposed for 2010 Proposed for 2011

Added Estimated Added Estimated

Capacity Cost Capacity Cost
(MMcf/d) (S Mil.) Miles (MMcf/d) (S Mil.) Miles
Central 3,655 1,820 871 1,528 491 290
Midwest 0 0 0 2,067 1,416 254
Northeast 2,491 1,276 249 4,318 2,465 599
Southeast 9,911 2,006 601 9,364 3,748 1,000
Southwest 6,283 577 293 13,915 2,162 688
Western 345 107 27 5,276 5,377 1,686
Mexico/Canada 1,920 N.A. 29 980 49 41
Total 24,605 5,786 2,070 37,448 15,707 4,528

N.A. - Not available.
Source: Energy Information Administration.

Products Pipelines
2010 Outlook — Stable
Longer Term — Stable

The pace of the economic recovery will affect demand for oil products and
transportation volume, affecting crude oil and refined products pipelines. However,
following reduced throughput in 2009, Fitch expects product demand to stabilize.

Midstream Services
2010 Outlook —- Stable
Longer Term — Stable

For natural gas gatherers, both the short-term and long-term outlooks are stable, while for
gas processors the short-term outlook is negative. After several years of high processing
margins, in late 2008 natural gas liquids (NGL) unit margins dropped. While margins have
recovered back to more historical norms, future commodity margins are uncertain.
Financial performance for some companies will also be affected by hedging practices and
their economic sensitivity to natural gas prices. Fitch expects natural gas to trade in a
relatively low price range, which is unfavorable to most processors. Moreover, in some
production basins, price-induced drilling reductions are expected to lower gathering
volumes until demand recovers, an adverse trend for both processors and gatherers.

Retail Propane
2010 Outlook — Negative
Longer-Term Outlook— Negative

Fitch maintains a modestly negative short- and long-term outlook for the retail propane
sector. Given propane’s strong correlation to crude oil prices, Fitch remains concerned
that retail propane prices could spike, particularly with a weak dollar, and margins
could contract from current levels. Additionally, continued weakness in housing starts
and a warmer winter could weigh on volumes sold. If sales volumes show a greater post-
recession recovery and product margins hold up, the credit outlook would move toward
stable.

For more information on the credit outlook for these businesses, please refer to
Fitch’s report, “Pipeline/Midstream/MLP 2010 Outlook,” published on Dec. 3, 2009.
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Appendix: Ratings and Rating Outlooks by Segment

Utility Parent Companies

Company Name IDR Rating Outlook Senior Unsecured Rating
Above Segment Median Rating

WGL Holdings, Inc. A+ Stable A+
FPL Group, Inc. A Stable A
NICOR Inc. A Stable A
OGE Energy Corp. A Stable A
Sempra Energy A Stable A
Southern Company A Stable A
AGL Resources, Inc. A- Stable A~
DPL Inc. A- Stable A-
KeySpan Corporation A- Stable A-
Laclede Group, Inc.(The) A- Stable NR
MDU Resources Group, Inc. A~ Negative A
National Fuel Gas Company A~ Stable A-
NSTAR A- Stabte A
Wisconsin Energy Corporation A- Negative A-
Ameren Corporation BBB+ Stable BBB+
Consolidated Edison, Inc. BBB+ Stabie BBB+
Dominion Resources, Inc. BBB+ Stable BBB+
Energy East Corporation BBB+ Stable NR
Exelon Corporation BBB+ Stable BBB+
MidAmerican Energy Holdings Co. BBB+ Stable BBB+
Public Service Enterprise Group Inc BBB+ Stable BBB+
SCANA Corporation BBB+ Stable BBB+
Xcel Energy Inc. BBB+ Stable BBB+
At Segment Median Rating

American Electric Power Company BBB Stable BBB
Black Hills Corp. BBB Stable BBB
DTE Energy Company BBB Negative BBB
FirstEnergy Corp. BBB Stable BBB
IDACORP, Inc. BBB Negative NR
Northeast Utilities BBB Stable BBB
PEPCO Holdings BBB Negative BBB
PPL Corporation BBB Stable BBB
Progress Energy, Inc BBB Stable BBB
Below Segment Median Rating

Allegheny Energy, Inc. BBB~ Stable BBB~
Avista Corporation BBB-— Stable BBB
CenterPoint Energy Inc. BBB~ Stable BBB-
CILCORP, Inc. BBB- Stable BBB-
Constellation Energy Group, Inc. BBB- Stable BBB-
Edison International BBB- Stable NR
IPALCO Enterprises, Inc. BBB- Stable BBB—
NiSource Inc. BBB~ Stable BBB
Otter Tail Corporation BBB~ Stable BBB-
Pinnacle West Capital Corporation BBB-~ Negative BBB—
TECO Energy, Inc. BBB- Stable BBB-
CMS Energy Corporation BB+ Stable BB+
PSEG Energy Holdings, Inc. BB+ Stable BB
PNM Resources BB Stable BB
NV Energy Inc. BB- Positive BB-
Energy Future Holdings Corp. B Negative B
Energy Future Intermediate Holding Company LLC B Negative B+

NR - Not rated. Note: Bold indicates senior secured.
Source: Fitch.
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Investor-Owned Electric Utilities
Integrated Electric Utilities

Company Name DR Rating Outlock Senior Unsecured Rating
Above Segment Median Rating

Mississippi Power Company A+ Stable AA-
Oklahoma Gas and Electric Company A+ Stable AA~
Alabama Power Company A Stable A+
Dayton Power & Light Company A Stable AA-
Florida Power and Light A Stable A+
Georgia Power Company A Negative A+
Wisconsin Electric Power Company A Negative A+
Carolina Power & Light Co. A- Stable A
Florida Power Corp. A- Stable A
Gulf Power Company A- Stable A
MidAmerican Energy Company A- Stable A
Northern States Power Company (MN) A- Stable A
Northern States Power Company (W1) A- Stable A
Pacific Gas and Electric Company A- Stable A
Southern California Edison Company A- Stable A
AEP Texas North Company BBB+ Stable A-
Columbus Southern Power Company BBB+ Stable A-
Public Service Company of Colorado BBB+ Stable A~
South Carolina Electric & Gas Co. BBB+ Stable A-
Union Electric Co. BBB+ Stable A-
Virginia Electric and Power BBB+ Stable A-
At Segment Median Rating

AEP Texas Central Company BBB Negative BBB+
Black Hills Power, Inc. BBB Stable BBB+
Central Ilinois Light Company BBB Stable BBB+
Detroit Edison Company (DECo) BBB Stable A-
Idaho Power Company BBB Negative BBB+
Ohio Power Company BBB Stable BBB+
Otter Tail Power BBB Stable BBB+
PacifiCorp BBB Stable BBB+
Public Service Company of New Hampshire BBB Stable BBB+
Public Service Company of Oklahoma BBB Stable BBB+
Southwestern Etectric Power Company BBB Negative BBB+
Southwestern Public Service Company BBB Stable BBB+
Tampa Electric Company BBB Stable BBB+
Below Segment Median Rating

Appalachian Power Company BBB-— Stable BBB
Arizona Public Service Company BBB- Stable BBB
Consumers Energy Company BBB- Stable BBB
Empire District Electric Company BBB— Negative BEB
Indiana Michigan Power Company BBB- Stable BBB
Indianapolis Power & Light Company BBB- Stable BBB
Kansas Gas and Electric Company BBB- Stable BBB+
Kentucky Power Company BBB- Stable BBB
Monongahela Power Company BBB- Stable BBB~
Northern Indiana Public Service Co. BBB- Stable BBB
Northwestern Corporation BBB- Stable BBB
Westar Energy, Inc. BBB— Stable BBB
Nevada Power Company d/b/a NV Energy BB Positive BB
Public Service Company of New Mexico BB Stable BB+
Sierra Pacific Power Company d/b/a NV Energy BB Positive BBB-
Tucson Electric Power Company BB Positive BB+

Note: Bold indicates senior secured. Continued on next page.
Source: Fitch,
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Investor-Owned Electric Utilities (Continued)
Electric Distribution Companies

Company Name IDR Rating Outlook Senior Unsecured Rating
Above Segment Median Rating

NSTAR Electric Co. A+ Stable AA-
San Diego Gas & Electric Company A+ Stable AA-
American Transmission Company A Stable A+
Central Hudson Gas & Electric Corp A~ Stablte A
Orange and Rockland Utilities, Inc. A~ Negative A
Rockland Etectric Co. A- Negative NR
Consolidated Edison Co. of New York BBB+ Stable A
Delmarva Power & Light BBB+ Stable A
PECO Energy Company BBB+ Stable A
Potomac Electric Power Company BBB+ Stable A-
Public Service Electric and Gas Co. BBB+ Stable A

At Segment Median Rating

Atlantic City Electric BBB Stable BBB+
Baltimore Gas and Electric Company BBB Stable BBB+
CenterPoint Energy Houston Electric, LLC BBB Stable BBB+
Connecticut Light and Power Co. BBB Stable BBB+
Jersey Central Power & Light Co. BBB Stable BBB+
New York State Electric & Gas Corp BBB Negative BBB+
PPL Electric Utilities Corporation BBB Stable A-
Western Massachusetts Electric Co. BBB Stable BBB+
Below Segment Median Rating

Central Ilinois Public Service Co. BBB- Stable BBB
Itlinois Power Company BBB- Stable BBB
Metropolitan Edison Company BBB- Stable BBB
Ohio Edison Company BBB~ Stabte BBB
Oncor Electric Delivery Company BBB- Stable BBB—
Pennsylvania Electric Company BBB- Stable BBB
Pennsylvania Power Company BBB- Stable BBB
Potomac Edison Company (The) BBB- Stable BBB+
Rochester Gas and Electric Corp BBB- Stable BBB
West Penn Power Company BBB~ Stable BBB-
Cleveland Electric Illuminating Co. BB+ Stable BBB-
Commonwealth Edison Company BB+ Stable BBB-
Texas New Mexico Power Company BB+ Stable BBB-
Toledo Edison Company BB+ Stable BBB-

NR — Not rated. Note: Bold indicates senior secured.
Source: Fitch.
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Competitive Generation Companies

Company Name IDR Rating Outlook Senior Unsecured Rating
Above Segment Median Rating

AmerenEnergy Generating Company BBB+ Negative BBB+
Exelon Generation Company, LLC BBB+ Stable BBB+
PSEG Power, LLC BBB+ Stable BBB+
Southern Power Company BBB+ Stable BBB+
FirstEnergy Solutions Corp. (FES) BBB Stable B88
PPL Energy Supply BBB Stable BBB+
Allegheny Energy Supply Company BBB- Stable BBB-
Allegheny Generating Company BBB~ Stable BBB-
Brookfield Renewable Power, Inc. BBB~- Negative BBB
Midwest Generation, LLC B8 RWN BBB-
At Segment Median Rating

Edison Mission Energy BB- RWN BB~
Mission Energy Holding Co. BB- Stable BB-
Below Segment Median Rating

AES Corporation B+ Stable BB
Mirant Americas Generation, LLC B+ Stable B
Mirant Corporation B+ Stable NR
Mirant Mid-Atlantic, LLC B+ Stable BB+
Mirant North America, LLC B+ Stable BB~
NRG Energy, Inc. B RWE B+
Reliant Energy Inc B Negative B+
Texas Competitive Etectric Holdings B Negative B
Dynegy Holdings, Inc. B- Negative B
Dynegy, Inc. B- Negative NR

NR - Not rated. RWN - Rating Watch Negative. RWE — Rating Watch Evolving. Note: Bold indicates senior secured.
Source: Fitch.
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Pipeline and Midstream Companies

Company Name IDR Rating Outlook Senior Unsecured Rating
Above Segment Median Rating

Northern Natural Gas Co. A Stable A
Centennial Energy Holdings, Inc. A- Negative A-
LOOP LLC A- Stable A-
EQT Corporation BBB+ Stable BBB+
Texas Eastern Transmission, LP BBB+ Stable BBB+
Texas Gas Transmission, LLC BBB+ Stable BBB+
Boardwalk Pipelines, LLC BBB Stable BBB
CenterPoint Energy Resources Corp. BBB Stable BBB
DCP Midstream LLC BBB Stable BBB
Enogex Inc. BBB Stable BBB
Kinder Morgan Energy Partners, L.P. BBB Stable BBB
Northwest Pipeline Corporation BBB Stable BBB
Rockies Express Pipeline LLC BBB Stable BBB
Transcontinental Gas Pipe Line Corp BBB Stable BBB
At Segment Median Rating

Colorado Interstate Gas Co. BBB- Stable BBB-
El Paso Natural Gas Co. BBB- Stable BBB--
Energy Transfer Partners, L.P. BBB- Stable BBB-
Enterprise Products Operating, LLC. BBB-~ Stable BBB-
NGPL PipeCo LLC BBB- Stable BBB-
NPOP (Kaneb Pipe Line Operating Partnership, L.P.) BBB- Stable BBB-
NuStar logistics, L.P. BBB- Stable BBB-
Panhandle Eastern Pipeline Co. BBB- Stable BBB~
Southern Natural Gas Co. BBB- Stable BBB-
Southern Union Company BBB- Stable BBB--
Tennessee Gas Pipeline Co. BBB- Stable BBB-
TEPPCO Partners L.P. BBB- Stable BBB-
Williams Companies, Inc. BBB~ Stable BBB-
Below Segment Median Rating

AmeriGas Partners, L.P. BB+ Stable BB+
El Paso Corp. BB+ Stable BB+
El Paso Exploration & Production Co. BB+ Stable BB
Kinder Morgan Inc. BB+ Stable BB+
Williams Partners, LP BB Stable BB
Energy Transfer Equity, L.P. BB- Stable BB
Enterprise GP Holdings L.P. BB~ Stable BB
Star Gas Partners L.P. B Stable BB~

Note: Bold indicates senior secured.
Source: Fitch.
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Natural Gas Distribution Companies

Company Name IDR Rating Outlook Senfor Unsecured Rating
Above Segment Median Rating

Southern Catlifornia Gas Company A+ Stable AA—
Washington Gas Light Company A+ Stable AA-
Brooklyn Union Gas Co. A Stable A+
Nicor Gas Company A Stable A+
Wisconsin Gas Company, LLC A Stable A+
At Segment Median Rating

Atlanta Gas Light Co. A- Stable A
Cascade Natural Gas Corporation A- Negative A
KeySpan Gas East Corporation A- Stable A
Laclede Gas Company A- Stable A+
NSTAR Gas A- Stable A
UG! Utilities, Inc. A Stable A
Below Segment Median Rating

Berkshire Gas Company BBB+ Stable A-
Central Maine Power Company BBB+ Stable A
Connecticut Natural Gas BBB+ Stable A
Public Service Company of North Carolina BBB+ Stable A-
Atmos Energy Corporation BBB Stable BBB+
Southern Connecticut Gas BBB Negative A~
Southwest Gas Corporation BBB Stable BBB
Michigan Consolidated Gas Company BBB- Stable BBB-+
Mountaineer Gas Company BB Stable BB

Note: Bold indicates senior secured.
Source: Fitch,
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Public Power Companies — Retail Segment

Company Name Rating Qutlook  Senior Unsecured Rating
Above Median (A+)

Chelan County Public Utility District No. 1 (Wash.) Stable AA+
San Antonio (Texas) (CPS Energy) Stable AA+
Chattanooga — Electric Power Board (Tenn.) Stable AA
Colorado Springs Utilities Stable AA
Grant County Public Utility District No. 2 (Wash. ) — Electric System Stable AA
Lincoln (Neb.)— Electric System Stable AA
Memphis (Tenn.)— Memphis Light, Gas & Water Stable AA
Nashville (Tenn.) — Electric System Stable AA
Omaha Public Power District (Neb.) Stable AA
Orlando Utilities Commission (Fla.) Stable AA
Springfield (Mo.) — City Utitities (Electric) Stable AA
St. Cloud (Fla.)— Utility System Stable AA
Anaheim Public Utilities Department (Calif.) Negative AA-
Austin Combined Utility System (Texas) Stable AA-
Austin Energy (Texas) Stable AA-
Concord (N.C.) Utilities System Stable AA-
Hydro-Quebec Stable AA—
JEA (Fla.) — Electric Stable AA-
Los Angeles Department of Water and Power (Calif.) Stable AA-
New Braunfels Utilities (Texas) Stable AA-
Pasadena (Calif.) — Water and Power Department Stable AA-
Richmond (Va.) Stable AA-
Riverside Pubtic Utilities (Calif.) Stable AA-
Rochester Public Utilities (Minn.) Stable AA-
Snohomish County Public Utitity District No. 1 (Wash.) Stable AA-
Tallahassee (Fla.) — Energy System Stable AA~
At Median (A+)

Anchorage Municipal Light & Power (Alaska) Stable A+
Bryan, Texas Utilities Stable A+
California Department of Water Resources Positive A+
Dover (Del.) Stable A+
Eugene Water and Electric Board (Ore.) Stable A+
Farmington (N.M.) Utility System Stable A+
Garland Power & Light (Texas) Stable A+
Glendale (Calif.) — Water and Power Stable A+
Georgetown (Texas) Stable A+
Greer (5.C.) — Commission of Public Works Stable A+
Imperial Irrigation District (Calif.) RWN A+
Jacksonville Beach (Fla.) — Combined Utility System Stable A+
Kansas City (Kan.)— Board of Public Utilities Stable A+
Kerrville Public Utility Board (Texas) Stable A+
Lakeland Energy System (Fla.) Stable A+
Muscatine Power & Water (lowa) Stable A+
Ocala (Fla.) Stable A+
Pedernales Electric Cooperative, Inc. (Texas) Stable A+
Redding (Calif.) Stable A+
Roseville Electric System (Calif.) Stable A+
Tacoma Power (Wash.) Stable A+
Turlock frrigation District (Calif.) Stable A+
Below Median (A+)

Benton County Public Utility District No. 1 (Wash.) Stable A
Brownsville Public Utility Board (Texas) Stable A
Bryan, Rural Electric Stable A
Floresville (Texas) — Electric Light and Power System Stable A
Gallup (N.M.) — Utility System Stable A
Granbury (TX) Negative A
Grays Harbor County Public Utility District No. 1 (Wash.) Stable A
Kissimmee Utility Authority (Fla.) Stable A
Modesto Irrigation District (Calif.) Stable A

RWN — Rating Watch Negative. Continued on next page.
Source: Fitch,
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Public Power Companies — Retail Segment (Continued)

Company Name Rating Outlook  Senior Unsecured Rating
Below Median (A+) (Continued)

Overton Power District No. 5 (NV) Stable A
Paducah (Kent.) Stable A
Reedy Creek Improvement District (Fla.) Stable A
Sacramento Municipal Utility District (Calif.) Stable A
Silicon Valley Power (Calif.) Stable A
Vero Beach (Fla.) Stable A
Winter Park (Fla.) Negative A
Alameda Power & Telecom (Calif.) Positive A~
Batavia (Ill.) — Electric Utility Stable A-
Boerne Utility System (Texas) Stable A-
Chugach Electric Association, Inc. (Alaska) Stable A-
Cowlitz CO Public Utility District Stable A~
Fort Pierce Utilities (Fla.) Stable A-
Klickitat County Public Utility District No. 1 (WA) Stable A-
Long Island Power Authority (N.Y.) Negative A-
Los Alamos County (N.M.) — Utility System Stable A-
Lubbock Power & Light (Texas) Stable A-
Pend Oreille County Public Utility District No. 1 (Wash.) Stable A-
Seguin (Texas) Stable A-
Leesburg (Fla.) — Electric System Stable BBB+
Lodi (Calif.) — Electric Utility Positive BBB+
Puerto Rico Electric Power Authority Stable BBB+
Virgin Islands Water & Power Authority Negative BBB
Vermont Electric Cooperative Inc. Stable BBB-
Guam Power Authority Positive BB+

Source: Fitch,

28 U.S. Utilities, Power, and Gas 2010 Outlook December 4, 2009



FitchRatin

KNOW YQUR RISK

£s

KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010

Public Power Companies — Wholesale Segment

Company Name

Rating Outlook

== ltem No. 11
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Senior Unsecured Rating

Above Median (A)

Tennessee Valley Authority

Associated Electric Cooperative Inc. (MO)

Energy Northwest (Wash) — Bonneville Power Agency
Grant County Public Utility District No. 2 {Wash.) — Hydro Projects
New York Power Authority

Platte River Power Authority {Colo.)

South Carolina Public Service Authority (Santee Cooper)
Basin Electric Power Cooperative

Intermountain Power Agency {Utah)

Western Minnesota Municipal Power Agency

Arkansas Electric Cooperative Corp.

Connecticut Municipal Electric Energy Cooperative
Florida Municipal Power Authority — All Requirements Project
Florida Municipal Power Authority — Stanton |

Florida Municipal Power Authority — Stanton Ii

Florida Municipal Power Authority — Tri-City Project
Illinois Municipal Electric Agency

Indiana Municipal Power Agency

Lower Cotorado River Authority (Texas)

Municipal Electric Authority of Georgia (CC/CT Proj)
Municipal Electric Authority of Georgia (General Res)
Municipal Electric Authority of Georgia (Project One)
Municipal Electric Authority of Georgia (Telecom)
Nebraska Public Power District

Walnut Energy Center Authority (Calif.}

Wisconsin Public Power Inc,

Buckeye Power, inc (Chio)

At Median (A)

American Municipal Power — Issuer Rating

American Municipal Power-inc. — Joint Venture No. 5
American Municipal Power-Inc. - Prairie State Project
Berkshire Wind Power Cooperative Corporation (MA)

Brazos Electric Power Cooperative, Inc. {Texas)

Florida Municipal Power Authority — St. Lucie Project

Grand River Dam Authority (Okla.)

Massachusetts Municipal Wholesale Elec Co. (Nuclear Mix No. 1}
Massachusetts Municipal Wholesale Elec Co. (Project 3)
Massachusetts Municipal Wholesale Elec Co. (Project 4)
Massachusetts Municipal Wholesale Elec Co. (Project 5)
Massachusetts Municipal Wholesale Elec Co. (Project 6)
Massachusetts Municipal Wholesale Elec Co. (Stoney Brook Intermediate)
Massachusetts Municipal Wholesale Elec Co. {(Wyman)

Missouri Joint Municipal Electric Utility Commission {latan 2 Project)
M-S-R Public Power Agency (Calif.)

Municipal Energy Agency of Nebraska

North Carolina Municipal Power Agency No. 1

Northern California Power Authority — Geothermal Project
Northern California Power Authority - Hydroelectric Project
Oglethorpe Power Co. (Ga.)

Oglethorpe Power Co. (Ga.) — Scherer Facilities

0Old Dominion Electric Cooperative (Va.)

Texas Municipal Power Agency

Tri-State Generation & Transmission Association, Inc. (Colo.)

Below Median (A)

American Municipal Power-inc. - Joint Venture No. 2

Central lowa Power Cooperative

Delaware Municipal Electric Cooperative

Energy Northwest {(Wash.) — Wind Project

Golden Spread Electric Cooperative, Inc. (Texas)

Great River Energy (MN)

Missouri Joint Municipal Electric Utility Commission (Plum Point Project)
Missouri Joint Municipal Electric Utitity Commission (Prairie State Project)
Northern Itlinois Municipal Power Agency

PowerSouth Energy Cooperative, Inc.

South Texas Electric Cooperative

Continued on next page.
Source: Fitch.
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Public Power Companies — Wholesale Segment (Continued)

Senior Unsecured

Company Name Rating Outlook Rating
Wholesale Segment — Below Median (A) (Continued)
Western Farmers Electric Cooperative (Okla.) Negative A-
Central Valley Financing Authority {Calif,) Stable BBB+
North Carolina Eastern Municipal Power Agency Positive BBB+
Piedmont Municipal Power Agency (5.C.} Stable BBB+
Sacramento Cogeneration Authority (Calif.) — P&G Project Stable BBB+
Sacramento Power Authority (Calif.) — Campbell Project Stable BBB+
Sacramento Municipal Utility District Financing Authority (Calif.) —

Cosumnes Project Stable BBB
Big Rivers Electric Corporation (Kent.) Stable BBB—
Sam Rayburn Municipal Power Agency (Texas) Stable BBB—

Source: Fitch.
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expresses Moody’s expectations for the fundamental credit conditions in the industry
over the next 12 to 18 months.

»  The U.S. investor-owned electric utility sector is well positioned within investment-
grade range, and its business fundamentals should remain intact over the near term.

»  The U.S. regulatory structure continues to benefit the sector with recovery assurances for

operating costs and capital investments—itranslating into roughly a three-notch “lift”
over non-utility, capital-intensive industrial issuers, solely from a financial metric
perspective.

»  While the financial profile remains relatively stable overall, expecrations for modest

The outlook for the U.S. investor-owned electric udlity sector is stable. This outlook

deterioration in key credit metrics will erode positioning for issuers within a given rating

category.

»  Liquidity remains a high priority and will become even more critical as the year
progresses, with sizeable credit-facility expirations scheduled for 2011-2012.

Key longer-term challenges include:

»  Political risks from growing consumer intolerance for steadily increasing rates—a

condicdion that could be intensified by prolonged high unemployment.

»  Regulatory risks associated with the recovery of costs or investments, and from
increasingly stringent environmental mandates, especially potential carbon dioxide

emission restrictions.

»  Technological risks from distributed generation, energy efficiency, renewable
generation sources, sizeable new transmission capacity needs, or other technological
developments that could weaken the traditional business model.
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The fundamental credit outlook for the U.S. investor-owned electric utility sector remains stable, thanks
to a supportive regulatory framework that provides good transparency into operating cost and capital
investment recovery; adequate liquidity profiles; relatively unfettered access to the capital markets; and
reasonably stable financial credic metrics. The investor-owned utility business model remains well
positioned within its investment-grade rating category for 2010 and at least the first half of 2011.

The sector’s key financial credit metrics are generally stable, but are not improving. In fact, for many
sub-sectors the metrics have shown a modest but steady decline over the past few years. This erosion of
financial strength may ultimately lead to lower ratings for individual companies, but does not warrant
a change to our near-term stable sector outlook. As a whole, the sector can withstand some modest
deterioration to its financial profile for some time, but declining metrics will eventually erode much of
the “cushion” that utilities currently enjoy within their respective rating categories

Graph A: Rolling three-year average cash flow to debt (by sub-sector) scaled to the Regulated Electric and Gas

Utility Rating Methodology
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Summary of sectors

The U.S. electric urility sector is relatively large in terms of revenues, assets and debt, and is extremely
capital intensive. In general, the sector is primarily considered regulated, reflecting its monopoly status
as a provider of essential services. Although we generally refer to the sector as comprising regulated
electric (and natural gas distribution) utilities, for comparison purposes, we also examine selected
elements of numerous sub-sectors.’

In this report, we review selected three-year average financials for 2006-2008 and classify the sub-
sectors as follows:

» 52 parent utility holding companies (Parent holdcos)

» 70 vertically integrated electric utilities (Integrateds)

» 40 transmission and distribution only utilities (T&Ds)

» 30 local natural gas distribution utilities (LDCs)

» 14 generation and transmission cooperatives (Cooperatives)

» 9 municipal electric utility systems (Municipals)

We also examine several related utility sub-sectors by including some of the larger, international
utilities, many of whom enjoy various forms of state-sponsorship. These sub-sectors include seven
European-based utility companies (Europe); 11 Asia-based utilities, excluding Japan (Asia ex-Japan);
and eight Japanese utility companies (Japan).

While primarily non-regulated, we also examine eight merchant wholesale generators (Merchants) and
eight merchant wholesale generators that remain affiliated with their legacy regulated urilities (Affiliates).
Finally, strictly for comparison purposes, we examine seven large, capital intensive industrial companies
(Industrials); seven large, high-tech companies (Technology); and eight refiners (Refining).

See Appendix, page 15, for a list of the individual companies included in the sub-sector indices and their ratings.
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Table 1: Comparison of selected financial metrics by sub-sectors (2006-2008 average)

PP&E/ EQUITY / DEBT/ CFO/ TOTAL

# ISSUERS ASSETS ASSETS EBITDA DEBT DEBT CFO
Parent Holdcos 52 60% 25% 4.3x 16% $7,810 $1,251
Integrated 70 71% 30% 3.6x 21% $2,308 $477
T&D 40 57% 30% 3.8x 16% $1,822 $292
LDC 30 64% 30% 3.1x 20% $551 $112
Cooperative 14 71% 15% 9.3x 6% $1,193 $75
Municipal 9 70%? 10%3 7.5x 13% $2,625 $352
Europe 7 47% 22% 4.0x 20% $43,193 $8,702
Asia (ex-~Japan) 11 70% 42% 6.9x 7% $7,526 $1,262
Japan 8 2% 24% n/a 9% $26,810 $2,355
Merchant 8 54% 17% 8.2x 12% $8,051 $938
Affiliate 8 59% 30% 2.3x 35% $2,585 $916
Industrials 7 16% 31% 2.2x 53% $11,996 $6,407
Technology 7 15% 52% 0.6x 179% $5,529 $9,888
Refining 8 58% 39% 1.6x 45% $2,389 $1,070

Key Trends and Rating Implications

Regulation remains supportive to sector

Regulation is expected to remain a critical component for the investor-owned sector’s credit profile.
The sector benefits from a regulatory framework that allows a utility to recover its operating costs
(including fuel, operating and maintenance [O&M], selling, general and administrative expenses
[SG&A], interest expenses, and taxes) through revenues, along with an agreed-upon profit margin.
These revenue requirements are designed to provide “just and reasonable” rates for “used and useful”
assets, which comprise a utility’s rate base. As a result, utilities can attain their given ratings with a
significantly lower financial metric threshold than other non-utility industrial peers. From a purely
financial-metric perspective, the benefits of regulation translate roughly into three notches of rating lift
and without the benefits of regulation, much of the sector would likely be considered non-investment-

grade.’

We believe regulators will continue to provide utilities with reasonably timely recovery of prudendy
incurred costs and investments. We also believe regulators prefer to regulate a financially healthy sector.
We do not consider regulators obstructionist, but see them as relatively transparent arbiters of a set of
facts that are presented within the guidelines of a given state’s legal/regulatory framework. Indeed,
regulators have awarded more than $10 billion of revenue increases since 2004, as the next graph shows.

While we generally view any rate increases above the rate of inflation as a potential credit positive, a
sustained trend of meaningful annual rate increases could eventually cause some credit concerns, due
to the potential for increased political tensions over affordability.

Moody’s estimate.

Moody’s estimate.

See our Rating Methodology for Regulated Electric and Gas Utilities, published in August 2009.

In general, industrial sectors require a 20%-30% RCF / debt and a 10%-15% FCF / debt threshold in order to be considered investment-grade. This compares to a
roughly 10% RCF / debt threshold for regulated utilities.
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Graph B: Regulatory rate relief and inflation
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When evaluating regulation, we consider the general regulatory (and political) environment for a given
utility and its relationship with its various constituents (including large industrial customers). In
addition, we evaluate the framework and mechanisms that allow a utility to recover its costs and
investments and earn allowed returns. We are less concerned with the official allowed return on equity,
instead focusing on the earned returns and cash flows. We typically do not take rating actions based on
a staff, administrative law judge or intervener recommendation, but prefer to see the actual
commission-issued written orders.

The ability to realize recovery is critical to a utility’s credit quality. Many jurisdictions have moved
towards a more transparent ratemaking approach, using numerous cost trackers or other pass-through
mechanisms. In general, we view these tracker mechanisms as a credit benefit, as they are designed to
ensure recovery of a specific set of costs. Still, we remain cautious about longer-term risks associated
with future requests for base rate relief, presumably due to the trackers crowding-out other financial
recovery requests. We believe regulators and residential consumers remain focused on the ultimate all-
in costs, and not so much on the rate structure components. We also believe that large industrial and
commercial customers are less concerned with the fuel and purchased power trackers, as they are
equally well versed with these commodity costs and their non-margin pass-through nature of recovery.

Key financial metrics remain comfortably within investment grade rating category

The sector remains comfortably within our investment grade financial metric ranges. Nevertheless, key
financial credit metrics are not improving, and many sub-sectors have seen a modest but steady
decline. This erosion of financial strength is generally a credit negative, but is not sufficient to warrant
a change to our fundamental sector outlook at this time. In fact, we believe the sector can withstand
some modest erosion to its financial profile without jeopardizing ratings. But as the financial metrics
drift lower over rime, much of the cushion that utilities currently enjoy within their respective rating
category will begin to erode, and ultimately lead to negative rating action.
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Graph C: lllustrative positioning for utility sub-sectors, scaled to our Regulated Electric and Gas Utilities Rating
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Over the past several years, we have witnessed a steady erosion in the ratio of cash flow from
operations adjusted for working capital changes (CFO pre-w/c) to debt for a significant number of
vertically integrated electric udlities. In the following graph, we illustrate how the rolling three-year
average CFO pre-w/c to debt ratios over the 2003-2005 period compares with the 2006-2008 period
for roughly 70 vertically integrated electric utilities. The average decline is roughly 7%.

Graph D: Percentage change in CFO pre-w/c 1o debt for 70 vertically integrated electyic utilities (volling three-
year average for 2003-2005 versus 2006-2008)¢
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We consider most utilities to be reasonably well positioned within their respective rating categories,
both from our subjective assessments of regulatory support and diversification, and the more
quantitative assessments of financial performance. Over the next 12-18 monchs, some companies are
expected to experience a decline in their financial metrics, such as Duke Energy and DPL and several

& Excludes Entergy New Orleans and Northwestern, where the CFO pre w/c to debt improved by 100% and 165%, respectively.
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companies actively pursuing new nuclear construction. Others are expected to improve, such as
Dominion Resources, American Electric Power and Consolidated Edison. The next graph shows how
several of the larger, well known utility parent holding companies” historical financial profiles (results

as of LTM 3Q 2009) compare to our general rating guidelines.”

Graph E: Selected parent utility holding companies as of LTM 3Q 2009
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Liquidity management increasing in priority

Managing liquidity continues to be a key factor when assessing the sector. Over the near-term,
liquidity is expected to take an even higher priority, due to the sizeable credit facility expirations
scheduled for 2011 and 2012 (roughly $65 billion each year, according to our estimates). We do not
expect utilities to immediately resolve the significant credit-facility expirations scheduled in 2011 and
2012. We do expect to continue our ongoing discussions regarding liquidity and refinancing plans
with management—especially when facing expiration within 12 months, effectively making the
facilities current.

Today, we believe credit capacity at most major financial institutions remains open to the utility
sector, but the costs associated with credit facilities have increased significanty. We view fully
syndicated, multi-year facilities more favorably than 364-day facilities and much more favorably than
bi-laterals. We also view management’s active evaluation of numerous alternatives to traditional
syndicated, multi-year facilities (which include direct lien and other programs) pesitively, especially
when used as complementary sources to cash and traditional facilities, since it reduces reliance on any
particular funding. When used as complementary supplements to traditional sources, such alternative
sources of liquidity are not expected to cause any material changes to our ratings or rating outlooks.
Even so, we might have concerns over a utility we consider overly reliant on a pardcular source of
alrernative liquidity.®

7

See our rating methodology, “Regulated Electric and Gas Urilities,” August 2009,
See Special Comment, “Right-Way Hedging for Power Companies,” June 2009.

8
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Table 2: Selected liquidity data (2006-2008 average)

STD & IMPLIED CAPACITY

# ISSUERS CASH FCF* CPLTD** REQUIRED

A B c (A+B+C)

Technology 7 $7,489 $6,374 (5867) $12,996
Industrial 7 $2,966 $2,644 ($1,405) $4,205
Europe 7 $9,088 ($1,220) (87,045) $823
Refining 8 $379 $253 ($203) $429
Cooperative 14 $71 ($58) ($109) ($96)
LDC 30 $12 {$35) ($131) ($154)
T&D 40 $39 ($103) ($252) ($316)
Affiliate 8 $120 (594) ($429) {5403)
integrated 70 $34 ($217) ($266) (5449)
Merchant 8 $751 ($644) ($661) ($554)
Asia (ex-Japan) 1 $709 ($364) ($956) (5611)
Parent 52 $313 (5478) ($1,037) ($1,196)
Japan 8 $704 $113 ($3,841) ($3,024)
Municipal 9 $563 n/a n/a n/a

* FCF = CFO less dividends less capital investments
** STD & CPLTD =short term debt and current portions of long term debt

While our liquidity sensitivity increases once a credit facility is within 12 months of its scheduled
expiration, effectively going “current” on the balance shee, it does not mean negatively biased rating
actions are imminent. Qur strict analysis does not assume the capital markets will remain open, or that
unfettered access will remain an option, even if historical evidence overwhelmingly demonstrates this is
true. Credit markets have been known to freeze, if temporarily. Some utilities are considering pre-
funding their maturities or holding higher cash balances on their balance sheets. Such strategies would
generally be viewed as a credit positive, despite any temporary increase in leverage metrics.

The question over how much liquidity the sector needs continues to be debated internally, and by
bankers and management teams. We believe there is no such thing as too much liquidity; in numerous
cases, we have seen issuers (both utilities and non-utilities alike) experience serious stress because they
misjudged their liquidity needs. The recent credit crunch featured a virtuous circle, whereby market
access remained easiest for those who needed it least because their liquidity was already strong,

Utilities remain exposed to large, long-term capital investment challenges, volatile commodity prices
and legal judgments which can wreak havoc on even the strongest liquidity profiles. However, we also
see liquidity benefits related to a utility’s ability to issue secured notes, to divest non-core assets or
operations, and to obtain emergency rate relief. Prospectively, a utility’s transmission system might
represent a sizeable source of alternative liquidity. From a credit perspective, we believe a strong
balance sheet coupled with abundant sources of liquidity represents one of the best defenses against
business and operating risk and potential negative rating actions.
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Pension underfunding remains a concern

We observe that pension costs are usually a recoverable expense under most rate-making structures,
but the means of recovery varies by state. Some jurisdictions provide more timely recovery when actual
pension costs exceed what is allowed in the existing rates (i.e., a pension cost tracker with periodic
true-up mechanisms).

We treat underfunded pension obligations as debt. According to their 2008 annual reports, uilities
underfunded their pension plans by roughly $33 billion, equivalent to a 73% funding status at the end
of 2008. While 2009 proved a very good year for the stock market, we estimate that the funded status
of these plans only improved modestly, with pension plans still underfunded by $29 billion, or 78%
funded at the end of 2009. Given that the S&P 500 was up roughly 23% year-on-year, one would
expect the funded status of pensions should have improved dramatically, but due to a sizeable
contraction in discount rates, they do not appear to have done so.

For financial reporting purposes, the two major drivers behind the funded status of a pension plan are
asset performance and discount rates. Asset performance should have been very strong in 2009:
assuming a typical asset mix of 60% equities, 30% fixed income and 10% alternative investments, we
estimate that total asset returns rose by about 15%. Yet we believe there will be only a slight
improvement in funded status because we expect a meaningful contraction in discount rates. A general
rule of thumb is that a 100 basis-point change in discount rate will change the obligation by 8%-12%.

We expect that there will be a 50 bp - 75 bp reduction in the average discount rate used by utilities for
the full-year 2009. While credit spreads in corporate yields have not moved meaningfully—the
Moody’s Aa index has remained relatively unchanged—spreads on financial bonds have significantly
contracted since December 2008. We believe many companies used financial bond yields when
constructing discount rates for 2008, and due to subsequent contractions in these yields, the discount
rates for 2009 will have to be lower, which in turn leads to a larger obligation.

The rules for calculating a plan’s funded status are different for funding purposes than for financial
reporting purposes.’ At the heart of the rules is the concept that a company must have a fully-funded
plan within seven years. If we take our estimate of $29 billion and divide by seven, we would ger a
required contribution of $4.1 billion for 2010. Of course, a few smoothing mechanisms allow
companies to work around their required contribution calculations.

The U.S. Internal Revenue Service in March 2009 relaxed some of its rules for calculating discount
rates for funding purposes, effectively allowing companies to cherry-pick the best rates from
September, October, November or December, 2008. This one-time allowance should significantly
reduce required contributions for 2010, but without a large rally in the markets or increasing interest
rates, large contributions might arise in 2011 and 2012. This is exactly the same timeframe in which
the vast majority of less expensive, multi-year credit facilities are scheduled to expire, potentially
introducing some incremental stress on liquidity management.

®  An in-depth analysis of those rules is beyond the scope of this document, but suffice it to say they are extremely complex.



KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010
ltem No. 11 Page 41 of 52

Longer-term challenges lie beyond scope of ratings horizon

There are numerous challenges that face the utility sector, none of which can be considered new as
they have existed for decades. These challenges, which primarily relate to regulation (and recovery
assurances), political support (or intervention, which can be either positive or negative for the credit)
and resource availabilities (and long-term planning), raise the business and operating risk profile for
the sector.

Nevertheless, these fundamental challenges are also considered to be longer-term in nature and beyond
the horizon of our 12-18 month ratings outlook. More importantly, the emergence of these risks tend
to develop slowly and are expected to have little impact on financial statements over the near to
intermediate term horizon. As a resule, the sector enjoys the benefit of time to consider changes in its
corporate and / or financing strategies. But any issue that arises more quickly than we anticipate could
have negative consequences for ratings.

Inadequate attention to these challenges could conceivably push much of this sector into the non-
investment grade category. For now, we think this unlikely, since most utility companies, regulators
and politicians would prefer to see the industry remain financially healthy and investment-grade—
especially because increasingly expensive and uncertain financing would have adverse consequences for
customers. The recent financial turmoil has underscored the benefits of strong credit ratings.

The desire to refurbish, enhance and rebuild a relatively antiquated electric infrastructure is driving the
need for steadily increasing rates. We see significant pressure being applied from a global political push
to “de-carbonize” the traditional electric supply infrastructure, primarily through increased renewable
generation, which tend to be more costly than traditional sources (when excluding the potential costs
associated with pollution). We continue to incorporate a view that new nuclear generation capacity
also appears to represent a critical component to long-term energy policy. Another component to the
refurbishment of the electric infrastructure is focused on additional transmission capacity (to alleviate
congestion and provide a means to bring renewable resources to demand centers) as well as intelligent
distribution networks, Regardless, these investments will result in higher costs, and therefore rates, for
end-use consumers.

Impact of new nuclear generation capacity aspirations

Opver the next few years, several companies in the utility sector are seriously considering the
construction of new nuclear generating capacity—a long-term commitment that could be very costly.
This could put significant pressure on the utility sector’s overall capital investment plans, and utilites
that pursue these projects will take on higher business and operating risk profiles, net of most risk
mitigation efforts.

Several utilities experienced negative rating actions in 2009 that were directly or indirectly related to
their nuclear ambitions. While they are pursuing numerous ways to mitigate their risk, we believe these
efforts cannot fully resolve the higher business and operating risks associated with building a new
nuclear facility.

We also believe that one of the most effective ways to ease risk would be to strengthen balance sheets
and bolster liquidity reserves on the front end of the construction cycle, but so far we have not seen
much evidence that any of the utilities actively pursuing new nuclear generation are doing either.

For additional insight into our views regarding the credit implications associated with new nuclear
generation construction, please see our Special Comment “New Nuclear Generation: Ratings Pressure

Increasing,” June 2009 (117883).
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The prospect for steadily increasing rates raise another regulatory recovery risks for the sector relating
to costs or investments associated with refurbishing such a large component of the nation’s critical
infrastructure. Under almost every scenario we evaluate, revenue requirements are expected to steadily
increase over the next few years, but we see little evidence regarding wage inflation and unemployment
remains high. These elements could lead to political intervention of some form, a credit negative.
Conceptually, investors might expect to see the sector strengthen its balance sheet and bolster its
liquidity sources in the face of such challenges.

Alas, this does not seem to be the case. As long as the regulatory safety net remains in place, utilities
appear comfortable managing their operations as they have for years, and ratings should likewise
remain relatively stable. If; on the other hand, the regulatory environment changed, and the
recoverability of costs and investments became more questionable, the sector could conceivably fall
into the non-investment grade category. This is especially the case if many of the costs and investments
have already been made. Ultimately, the question comes down to how much of an increase in utility
costs a consumer can withstand, and how cautiously each company positions itself to withstand

affordability pressures.

In our July 2009 Industry Outlook Update report'®, we estimated that consumers might stop
tolerating rate increases at a 50%-or-so rise above the current average U.S. rate of $0.10 per kwh. At
the time we wrote that, this “inflection point” would not be reached until about 2018 or 2019.
Whether or not this inflection point remains the base case is unclear, but recessionary pressures on
residential household budgets, and a lack of clear evidence of wage inflation, lead us to wonder
whether the inflection point might arrive sooner. We are paying particularly close attention to the
regulatory situation in Florida as a potential barometer and leading indicator associated with this risk.

Illustrative financial projections indicate pending ratings pressure

Our illustrative projection model examines the historical financial results for the 70 vertically
integrated electric utilities comprised in our “Integrated” peer group over the past seven years (2002-
2008) and incorporates numerous assumptions to provide an indication as to how the sector might
fare over the next five years (2010-2014).

We assume revenues are fully regulated and are derived only from the sale of electricity. We assume
volume increases of 1% per year over the next five years. Rates are assumed to increase by 5% per year
over the next three years (2010-2012), with 3% rate increases thereafter. As a result, revenues increase
from roughly $200 billion to almost $230 billion in 2014. Fuel and purchased power costs are
projected to remain at roughly half of revenues (as it has over the past five-year, three-year and two-
year averages), and that O&M and SG&A expenses grow at 3% and 2% per year, respectively.

Capital expenditures are forecasted by applying a multiplier to prior-year depreciation and
amortization expense. Over the past seven-year, five-year, three-year and two-year averages, this ratio
was 184%, 215%, 241% and 253%, respectively. We assume an average multiplier of 225% over the
next two years (2010-2011), 217% over the next three years (2010-2012) and 205% over the next five
years (2010-2014). As a result, capital expenditures are forecasted to remain relatively steady at
approximately $40 billion per year, which is contrary to most conventional wisdom that capital
expenditures are going to increase significantly. OQur assumption for a slightly lower capital spending is
in pare premised by our views of prolonged high unemployment and increased regulatory scrutiny
regarding investments and utility’s reluctance to invest without a higher assurance for recovery. We

19 See Moody’s Related Research at the back of this report for links to our previous Industry Outlook and Industry Outlook update reports.
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also assume dividends will increase by 2% annually over the five-year forecast, from about $8.8 billion
today to almost $9.8 billion in 2014.

Table 3: Historical and projected financial results (in § billions)

HISTORICAL PROJECTED
LTM

7-YEAR 5-YEAR  3-YEAR 2-YEAR 3Q 2009 2-YEAR 3-YEAR 5-YEAR
Revenue $/717  $179.5  $189.4 $194.2  $1935  $2114 $217.9  $228.7
EBITDA $44.1 $§456  $47.0 %479 $48.8 $55.9  $58.5 3625
Interest $9.8 $9.6  $100 $104 $11.9 $14.3  $149  $15.8
Net income $10.5 $11.3 $104  $90 $4.2 $144  $154  $16.9
CFO $33.3 $33.8  $345 $343 $32.9 $33.0 $35.8  $38.1
CFO pre-w/c $35.4 $36.0  $366 $376 $32.9 $331  $362  $387
FFO $35.4 $36.2  $369 $387 $43.6 $37.7  $38.8  $413
Capital exp. $33.0 $36.3  $421 %451 $49.9 $419  $414  $409
Dividends $8.7 $8.3 $7.5 $7.6 $9.1 $9.1 $9.2 $9.4
FCF $(8.5)  $(10.8) $(15.1) $(18.5)  $(26.1)  $(18.0) $(14.8) $(12.2)
PP&E, net $325.9  $340.1 $355.9 §$369.8  $400.7  $433.2 $4435 $463.0
Debt $157.6  $162.1  $167.5 $175.4  $199.4 52240 $230.0 $2397
Equity $129.7  $1387 $148.3 $1537  $167.1  $1747 $1783 51869
CFO pre-w/cinterest 4.6x 4.7x 4.6x 4.6x 3.8x 3.3x 3.4x 3.4x
CFO ~ pre-w/c / debt 225%  222% 219% 214%  165%  14.8% 157% 16.1%
RCF / debt 16.9% 72% 17.6% 17.7% 11.9% 12.6% 12.8% 13.3%
Debt / Capitalization 54.8%  53.9% 53.0% 533%  544%  562% 563% 56.2%

Our simple projection model indicates a steady deterioration in several key financial credit metrics over
the next few years before they begin to improve in the later years—primarily as a result of decreased
capital spending. Conceptually, should a utility’s financial profile exhibit a decline in its credit metrics
from roughly 4.5x interest coverage, 20%-+ CFO pre-w/c to deb, high-teens-range retained cash flow
(RCF) to debt and approximately 53% debt to capitalization, to 3.5x interest coverage, mid-teen-range
CFO pre-w/c to debt, low-teen-range RCF to debt and 56% debt to capitalization, negative ratings
actions would be likely.

We acknowledge that our model does not incorporate any new material infusions of equity, but
instead assumes negative FCF balances are financed with debt. Nevertheless, equity does build over the
projection horizon with retained earnings. It is possible that negative rating pressure could build over
the next few years for the sector unless companies balance their debt and equity mixes more effectively,
or otherwise strengthen their balance sheets (as with the sector’s “back-to-basics” program that was
common from roughly 2002-2004).
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U.S. Public Power Electric Utility Sector Outlook: Recession and Climate Policy Decisions Create
Uncertainty

The credit position of the U. S. public power electric utility sector has been stable over the past year.
But recessionary pressures and the prospect of more aggressive environmental regulation create
uncertainty in the outlook. We rate over $100 billion of revenue bond debt from U.S. municipal and
government-owned utilities. The sector’s credit quality came under pressure in 2009 from the
unsettled credit markets, fuel-price volatility, and the increasing cost of new generation capacity.

Power supply decisions have been complicated by the potentially more significant role of mandated
renewable energy as part of a utility’s resource portfolio. Public-power electric utility retail rates have
risen over past two years, creating a situation of additional political risk for some utilities that seek to
recover higher costs through rate increases, as recessionary pressures cut into demand.

The U.S. recession has reduced electric demand, which could lead to rating pressures for many public
power electric utilities. Lower demand could weaken debt-service coverage margins or liquidity, unless
rates are raised to compensate. Weakening financial metrics could factor into negative rating changes.
The weakening fiscal health of local governments may also lead to increased utility general-fund
transfers to support a municipality’s general finances, thereby weakening a utiliey’s balance sheet and
causing negative rating pressure.

Despite these uncertainties and pressures, companies in the sector enjoy something like a monopoly
position, as providers of an essential service, combined with their ability to recover costs through rate-
setting processes not subject to regulation. Additionally, public-power electric utilities have shown
good ability to manage through the recent turmoil in credit and fuel markets..
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Conclusion

The utility sector’s fundamentals remain intact, but face significant credit implications over the longer
term. The sector’s basic central-station dispatch structure is under increased scrutiny, as U.S. policy
focuses increasingly on de-carbonization of electric supplies, enhanced energy efficiency programs and
smart-grid initiatives. While expensive, proponents of these efforts note that their costs will prove more
competitive than building new base-load generation over the long-term. Because the political debate
regarding national energy policy is slow, utilities are being forced to make long-term investment
decisions amid a cloudy regulatory framework, making it difficult to plan and manage infrastructure
refurbishment.

It is notable that the utility sector’s stable fundamental credit conditions withstood the severe market
curmoil of 2007-2009, when many other industrial sectors experienced ratings deterioration and saw
numerous negative outlooks and reviews for possible downgrade. Nevertheless, the sector’s average
rating has declined over rime, from the Aaa-Aa range during the 1940s-1960s to the A-Baa range
today. Although the basic operating structure remains the same—generating, transmitting and
distributing electricity to end use consumers—the utility sector’s regulatory, political, financial and
capital market frameworks have all changed significantly over time.

Tt remains unclear how the utility sector will address its current hurdles, considering the shift in policy
priorities they would seem to demand. Many industry participants are raising concerns about how the
sector will manage the sizeable financing requirements needed to fund its substantial infrastructure
investment plans, while also managing price increases for ratepayers at long-term affordable levels.

Graph F: Hlustrative long-term sector rating migration
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Appendix: Comparable Peer Indices by Sub-Sector

Parent Holding Companies

RATING ISSUER NAME RATING ISSUER NAME

A2 FPL Group, Inc. Baa2 Public Service Enterprise Group
A2 NSTAR Baa2 SCANA Corporation

A3 E.ONUS Baa3 Ameren Corporation

A3 National Grid USA Baa3 Black Hills Corporation

A3 Southern Company (The) Baa3 Cleco Corporation

A3 Wisconsin Energy Corporation Baa3 Constellation Energy Group, Inc.
Baal Alliant Energy Corporation Baa3 jberdrola USA

Baal Consolidated Edison, Inc. Baa3 Entergy Corporation

Baal DPL Inc. Baa3 FirstEnergy Corp.

Baal Exelon Corporation Baa3 Great Plains Energy Incorporated
Baal Integrys Energy Group, Inc. Baa3 Pepco Holdings, Inc.

Baal MidAmerican Energy Holdings Co. Baa3 Pinnacle West Capital Corporation
Baal OGE Energy Corp. Baa3 TECO Energy, Inc.

Baal PG&E Corporation Baa3 UIL Holdings Corporation

Baal Sempra Energy Baa3 Westar Energy, Inc.

Baal Vectren Utility Holdings, Inc. Bal Allegheny Energy, Inc.

Baal Xcel Energy Inc. Bal CenterPoint Energy, Inc.

Baa2 American Electric Power Company Bal CMS Energy Corporation

Baa2 Dominion Resources Inc. Ba1l Duquesne Light Holdings, Inc.
Baa2 DTE Energy Company Bat* NV Energy Inc.

Baa2 Duke Energy Corporation Bal** UniSource Energy Corporation
BaaZ Edison Internationat Baa3***  NiSource Inc.

Baa2 Hawaiian Electric Industries Baz PNM Resources, Inc.

Baa2 IDACORP, Inc. Ba2 Puget Energy

Baa2 Northeast Utilities B1* AEl

Baa2 PPL Corporation B1* AES Corporation, (The)

Baa2 Progress Energy, Inc. Caal* Energy Future Holdings Corp.
*CFR

**Sr. Secured

ook

Suaranteed
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Vertically Integrated Utilities

RATING ISSUER NAME RATING 1SSUER NAME

Aa3 Madison Gas and Electric Baal Public Service Co. of Colorado

Al Florida Power & Light Company Baal Public Service Company of Oklahoma
Al Mississippi Power Company Baa1l South Carolina Electric & Gas Co

Al Wisconsin Electric Power Baatl Southwestern Public Service Company
A2 Alabama Power Company Baal Tampa Electric Company

A2 Dayton Power & Light Company Baal Virginia Electric and Power Company
A2 Georgia Power Company Baa2 Appalachian Power Company

A2 Gulf Power Company Baa2 Arizona Public Service Company

A2 Kentucky Utilities Co. Baa2 Black Hills Power, Inc.

A2 Louisville Gas & Electric Company Baa2 Cleco Power LLC

A2 MidAmerican Energy Company Baa2 Consumers Energy Company

A2 Oklahoma Gas & Electric Baa2 El Paso Electric Company

A2 San Diego Gas & Electric Baa2 Empire District Electric Company

A2 Wisconsin Power and Light Baa2 Entergy Arkansas, Inc.

A2 Wisconsin Public Service Corp. Baaz Entergy Louisiana, LLC

A3 Columbus Southern Power Baa2 Indiana Michigan Power Company
A3 Duke Energy Carolinas, LLC Baa2 Indianapolis Power & Light Company
A3 Northern States Power Co. (MN}) Baa2 Kentucky Power Company

A3 Northern States Power Co. (W1} Baa2 Portland General Electric Company
A3* NorthWestern Corporation Baa2 Public Service Co. of New Hampshire
A3 Pacific Gas & Electric Company Baa2 Union Electric Company

A3 Progress Energy Carolinas, Inc. Baa3 Avista Corp.

A3 Progress Energy Florida, Inc. Baa3 Central Illinois Light Company

A3 Southern California Edison Baa3 Central Vermont Public Service Co
Baal ALLETE, Inc. Baa3 Entergy Gulf States Louisiana

Baal Detroit Edison Company Baa3 Entergy Mississippi, Inc.

Baal Duke Energy Indiana, Inc. Baa3 Monongahela Power Company

Baal Duke Energy Kentucky, Inc. Baa3 Public Service Co. of New Mexico
Baal Duke Energy Ohio, Inc. Baa3 Puget Sound Energy, Inc.

Baal Green Mountain Power Corp. Baa3 Southwestern Electric Power Comp
Baal Hawaiian Electric Company, Inc. Baa3 Tucson Electric Power Company
Baal Idaho Power Company Bal Entergy Texas, Inc.

Baal Kansas City Power & Light Co. Ba2 Entergy New Orleans, Inc.

Baal Ohio Power Company Ba3 Nevada Power Company

Baal PacifiCorp Ba3 Sierra Pacific Power Company
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Transmission & Distribution Utilities

RATING ISSUER NAME RATING ISSUER NAME
Al NSTAR Electric Company Rating Issuer Name
A3 Central Hudson Gas & Electric Co Baaz Duquesne Light Company
A3 Consolidated Edison Co of NY Baa2 Jersey Central Power & Light Company
A3 Massachusetts Electric Company Baa2 Metropolitan Edison Company
A3 Narragansett Electric Company Baaz New York State Electric and Gas
A3 New England Power Company Baa2 Ohio Edison Company
A3 Niagara Mohawk Power Corp. Baa2 Pennsylvania Electric Company
A3 PECO Energy Company Baa2 Pennsylvania Power Company
Baal Central Maine Power Company Baa2 Potomac Electric Power Company
Baal Connecticut Light and Power Co. Baa2 Rochester Gas & Electric Corporation
Baal* Oncor Electric Delivery Company Baa2 United Illuminating Company
Baal Orange and Rockland Utilities, Inc Baaz Western Massachusetts Electric Co.
Baal PPL Electric Utilities Corporation Baa3 CenterPoint Energy Houston
Baal Public Service Electric and Gas Baa3 Central lllinois Public Service
Baal Superior Water, Light and Power Baa3 Cleveland Electric llluminating
Baaz AEP Texas Central Company Baa3 Commonwealth Edison Company
Baa2 AEP Texas North Company Baa3 Ilinois Power Company
Baa2 Atlantic City Electric Company Baa3 Potomac Edison Company (The)
Baa2 Baltimore Gas and Electric Co. Baa3 Texas-New Mexico Power Company
Baa2 Delmarva Power & Light Company (P)Baa3 Toledo Edison Company
Baa3 West Penn Power Company
Natural Gas Local Distribution Utility Companies
RATING ISSUER NAME RATING ISSUER NAME
Aa3* New Jersey Natural Gas Company A3 UG Utilities, Inc.
Al Alabama Gas Corporation Baal Boston Gas Company
Al Wisconsin Gas LLC Baal Cascade Natural Gas Corp.
A2 Northern lllinois Gas Company Baal Connecticut Natural Gas Corporation
A2 Southern California Gas Company Baal Indiana Gas Company, Inc.
A2 Washington Gas Light Company Baal Laclede Gas Company
A3 Atlanta Gas Light Company Baafl Michigan Consolidated Gas Company
A3 Colonial Gas Company Baal South Jersey Gas Company
A3 KeySpan Gas East Corporation Baa2 Bay State Gas Company
A3 North Shore Gas Company Baa2 Berkshire Gas Company
A3 Northwest Natural Gas Company Baaz Northern Indiana Public Service
A3 Peoples Gas Light and Coke Co. Baa2 Southern Connecticut Gas Company
A3 Piedmont Natural Gas Company BaaZ Yankee Gas Services Company
A3 Public Service Co. of NC Baa3 Southwest Gas Corporation
A3 Questar Gas Company Baz2** SourceGas LLC

* Senior secured rating **CFR



KPSC Case No. 2009-00459
Staff 2nd Set of Data Requests
Oder dated February 12, 2010
ltem No. 11 Page 49 of 52

Unaffiliated Merchants (CFRs) Affitiated Merchants

RATING ISSUER NAME RATING ISSUER NAME

Ba2 Covanta Holding Corporation A3 Exelon Generation Company, LLC

Ba3 NRG Energy, Inc. Baal KeySpan Generation LLC

B1 Edison Mission Energy Baal PSEG Power LLC

B1 Mirant Corporation Baal Southern Power Company

B1 RRI Energy, Inc. Baa2 FirstEnergy Solutions Corp.

B2 Calpine Corporation Baa2 PPL Energy Supply, LLC

B2 Dynegy Holdings Inc. Baa3 Allegheny Energy Supply Company,

Caa3 Texas Competitive Electric Hldgs.

Baa3 Amerentnergy Generating Co.

Municipals G&T Cooperatives

RATING ISSUER NAME RATING ISSUER NAME

Aal City of San Antonio, TX A2 Arkansas Electric Cooperative Co

Aal Orlando, FL A2 Associated Electric Cooperative

Aaz Jacksonville Electric Authority, FL A2 Basin Electric Power Cooperative

Aa2 New York Power Authority A2 Buckeye Power, Inc.

Aaz Santee Cooper A3 Dairyland Power Cooperative

Aaz Seattle City Light A3 Golden Spread Electric Cooperative

Aa3 Los Angeles Dept of Water & Pwr A3* Great River Energy

Al Municipal Electric Authority of A3* Old Dominion Electric Cooperative

Georgia

Al Sacramento Municipal Utility District Baal Minnkota Power Cooperative, Inc
Baal Oglethorpe Power Corporation
Baal PowerSouth Energy Cooperative
Baal South Mississippi Electric Power
Baa? Hoosier Energy Rural Electric Co

*FMB Rating Baa2 Tri-State G&T Association Inc.
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Europe Industrials
RATING ISSUER NAME RATING ISSUER NAME
Aa3 Electricite de France Aa2 General Electric Company
A2 E.ONAG Al iilinois Tool Works Inc.
A2 ENELS.p.A. A2 Boeing Company (The)
A2 RWE AG AZ Caterpillar inc.
A3 Essent N.V. A2 Emerson Electric Company
A3 Iberdrola S.A. A2 United Technologies Corp.
NR Endesa S.A. Baal Ingersoll-Rand Company Ltd

Japan Technology
RATING ISSUER NAME RATING ISSUER NAME
Aa2 Chubu Electric Power Company Aaa Microsoft Corporation
Aa2 Chugoku Electric Power Company Al Cisco Systems, Inc.
Aa2 Hokkaido Electric Power Company (P}A1 Intel Corporation
Aa2 Hokuriku Electric Power Company A2 Dell Inc.
Aa2 Kansai Electric Power Company A2 Hewlett-Packard Company
Aa2 Kyushu Electric Power Company A2 Oracle Corporation
Aaz Okinawa Electric Power Company NR Google Inc.
Aa2 Tokyo Electric Power Company

Asia (ex-Japan) Refiner

RATING ISSUER NAME RATING ISSUER NAME
Aa3 Transpower New Zealand Limited Baa2 Sunoco, Inc.
Al SP AusNet Baaz Valero Energy Corporation
A2 CLP Holdings Limited Bal Tesoro Corporation
A2 Korea District Heating Corporation Baz Frontier Oil Corporation
A2 Korea Electric Power Corporation Ba3 Holly Corp.
Baal Spark Infrastructure B2 Alon USA Energy, Inc.
Baal Tenaga Nasional Berhad B2 CVR Energy Inc.
Baal VECTOR Limited B3 United Refining Company
Baa3 NTPC Limited
Ba3 National Power Corporation
NR Envestra Ltd.
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Moody's Related Research

Industry Outlooks:

»

»

»

»

National Gas Transmission Solid but new Concerns Emerge, September 2009 (120250)
U.S. Regulated Electric Utilities: Six Month Update, July 2009 (118776)

U.S. Coal Industry Outlook: Six-Month Update, April 2009 (116778)

U.S. Investor-Owned Electric Utdilities, January 2009 (113690)

Special Comments:

U.S. Electric Utility Sector Weathers the Recession, November 2009 (121216)
Evaluating the Leverage of Unregulated Power Companies, October 2009 (120835)
Gas Pipelines: Which Are Vulnerable to Emerging Risks?, October 2009 (120716)

Investor Owned Utilities Face Significant Bank Facility Refinancing Risk as Substantial
2011-2012 Maturities Approach, October 2009 (120596)

New Nuclear Generation: Ratings Pressure Increasing, June 2009 (117883)

Right-Way Hedging for Power Companies, June 2009 (117978)

Default, Recovety, and Credit Loss Rates for Regulated Utilities, 1983-2008, May 2009 (115424)
Analyzing Partnerships in the Midstream Sector, March 2009 (115149)

Carbon Risks Becoming More Imminent for U.S. Electric Utility Sector, March 2009 (115175)

Credit Roadmap for Energy Utilities and Power Companies in the Americas, March 2009
(115514)

Near Term Bank Credit Facility Renewals to be More Challenging for U.S. Electric and Gas
Utilities, January 2009 (114031)

Rating Methodologies:

»

»

Regulated Electric and Gas Utilities, August 2009 (118481)

Global Unregulated Utilities and Power Companies, August 2009 (118508)
Natural Gas Pipeline, December 2009 (121678)

U.S. Electric Generation & Transmission Cooperatives, December 2009 (121189)
Global Mining Industry, May 2009 (116843)

To access any of these reports, click on the entry above, Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients
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KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 12

Page 1 of1

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 10, lines 4-6.

Provide a description of the new generation facilities that Kentucky Power plans to invest in
during 2010.

RESPONSE

Kentucky Power has no plans for new generation facilities in 2010. Kentucky Power's planned
capital investment during 2010 for generation assets relate to existing facilities.

WITNESS: Errol K Wagner






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 13

Pagelofl

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 10.

Footnote 8 appears to be out of date. Provide the most recent electric utility sector analyses from
Moody's Investor Service and Fitch Ratings Ltd. discussing energy market volatility.

RESPONSE

Copies discussing energy market volatility from the most recent publications from Fitch Ratings
Ltd. and Moody’s Investors Service in Dr. Avera’s possession were provided in the response to
Staff's 2nd Set, Item No. 11.

WITNESS: William E Avera






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Dated February 12, 2010

Item No. 14

Page 1 of 1

Kentucky Power Company

REQUEST

Refer to the Avera Testimony at page 11.

Provide copies of the articles referenced in Footnotes 11-13.

RESPONSE

Copies of the above-referenced articles are included in Dr. Avera’s workpapers, copies of which

are provided on the CD labeled "Avera WP's and documentation” in response to KIUC Ist, Item
No. I.

WITNESS: William E. Avera
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Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 15

Page 1 of 25

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 12.

a. Explain whether Kentucky Power has requested that the Commission alter its Fuel
Adjustment Clause mechanism to recover costs in a more timely fashion in order to
alleviate investor concerns regarding the lag between expenses incurred and recovered

through rates.

b. Provide an explanation of whether Kentucky Power is proposing to earn a return on its
fuel costs.

C. Provide a list of utilities earning a return on fuel costs and an explanation of how that is
related to exposure to fluctuations in power supply costs.

d. Provide a list of states whose utility regulatory commissions have explicitly authorized t
he electric utility to earn a return on fuel costs and copies of the relevant orders.

e. The fuel procurement process is well established in Kentucky and should be well
understood by Kentucky Power. Provide an explanation of what actions the Commission
has taken to heighten either company or investor concerns regarding fuel procurement
disallowances and how this relates to exposure to fluctuations in power supply costs.

f. Provide the most recent "U. S. Investor Owned Electric Utilities: Six Month Industry
Update" from Moody's Investor Service.

RESPONSE

a) Kentucky Power is not requesting that the Commission alter its Fuel Adjustment Clause
mechanism.

b) Kentucky Power is not proposing to earn a return on fuel costs. Kentucky Power has,
however, historically earned a return on its coal inventory.



KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 15

Page 2 of 25

c) Dr. Avera has not conducted any detailed study to identify those utilities that may be
permitted to earn a return on fuel costs; nor was such a study necessary to support his
analyses and conclusions. Dr. Avera is aware that Baltimore Gas and Electric Company 1s
permitted to recover an administrative charge that includes a shareholder return component.

d) Please refer to the response to subpart (c), above.

e) Dr. Avera’s testimony at page 12 did not claim that the Commission had taken any steps to
heighten the risks associated with KPCo’s ability to recover its power supply costs. Rather,
his testimony explained that, despite regulatory provisions that allow for periodic rate
adjustments to reflect changes in power costs, investors nonetheless recognize that utilities
such as KPCo remain exposed to the potential need to finance power cost deferrals,
especially during times of volatile energy prices.

f) A copy of the requested document is attached.

WITNESS: William E Avera / £ K WACNER
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U.S. Regulated Electric Utilities Page 4 of 25

Overview

All the evidence we have seen suggests that the fundamental credit outiook for the electric utility sector will
remain stable over the next 12-18 months. While most industrial sectors have negative sector outiooks today,
we continue to view regulated utilities as relatively well insulated-—although not immune—from economic and
financial market turmoil. Regulation provides a key material benefit to the sector's overall credit profile, and we
believe regulators will provide timely recovery of prudently incurred costs and investments over the near term.
We have long held that regulators would rather regulate financially healthy companies than imperiled ones,
and that utilities maintain effective constituency outreach efforts.

For the longer term, however, we are becoming increasingly concerned about possible changes to our
fundamental assumptions about regulatory risk, particularly the prospect of a more adversarial political (and
therefore regulatory) environment. A prolonged recessionary climate with high unemployment, or an intense
period of inflation, could make cost recovery more uncertain. This could easily spark a negative vicious cycle.

We first highlighted these regulatory concerns in the 2004-2005 timeframe, as the sector's “back to basics’
period came to an end and we questioned whether the (then-recent) improvement in financial metrics had
reached its peak. Today, we have an eye on the theoretical “inflection point” beyond which consumers will no
longer tolerate annual rate increases without protest. We do not know where this inflection point lies, but we
believe it exists somewhere near the point at which consumers begin to change their behavior—as when
gasoline reached $4 per gallon jast year——and begin to contact their elected officials with vocal protests. But
because consumers cannot easily alter their electricity consumption, the inflection point could actually spark a
major political reaction. We believe this reaction could develop suddenly, and probably not at a welcome time
Shouid this happen, it is unclear how regulators would react and how the sector would fare.

The average annual electric bill costs the typical U.S. household about 3.4% of its disposable income. We
estimate that the inflection point might be crossed once an annual electric bill reaches roughly 5%-10% of a
given household’s disposable income—and that this could happen within the next decade, judging from our
base-case projections. In various downside scenarios, the inflection point could accelerate by several years, {o
2013-2015—well within our typical ratings horizon.

It appears that many of the chief executives and regulators with whom we speak regularly have either not yet
arrived at a consensus view of exactly where this inflection point lies, or are uncertain how close we are to
approaching this point. This uncertainty is truly surprising, in our opinion, given the magnitude of the potential
risk to both a utility's credit profile and its shareholder's equity.

lllustrative Retail Electric Rates: 2003 - 2025: rolling 2-year average f
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Utilities remain well positioned within rating category

Of all the factors affecting U.S. electric utility ratings, we have long considered regulatory support perhaps the
most critical driver. We continue to believe regulators prefer to oversee financially healthy utilities, and
certainly for the near term, we believe the sector will continue to enjoy reasonably good regulatory support.
Qur focus remains fixed on cash flow, not on authorized returns on equity (ROEs). We also remain more
interested in written regulatory orders—not initial indications from utilities, regulatory staff, intevenors, or
administrative law judges (although they may offer some hint about the likely rulings).

We believe today’s utilities generally act as solid corporate citizens within their respective service territories.
Most utilities practice reasonably effective constituency outreach programs: they are large employers; provide
socialized relief for special customer classes; serve as effective tax-collecting (and taxpaying) agencies for
state and local governments, and usually support parochial philanthropic endeavors. For these reasons,
utilities tend to get the political support they need, when they need it—ultimately a credit positive.

Regulatory oversight is crucial for sector

We consider most utility issuers reasonably well-positioned within their respective ratings categories. Four
principal sub-sectors comprise our utility universe: parent utility holding companies; vertically integrated
utilities; transmission and distribution-only utilities (T&Ds); and natural gas local distribution companies
(LDCs). For a list of the issuers that comprise these sub-sectors, see Appendix B, page 15.

We place the operating utility sectors, which include the vertically integrated electric, T&D and LDC utilities in
the A3 / Baa1 ratings category range. The utility parent holding companies tend to be rated about one notch
lower, in the Baat / Baa2 range.

In general, we incorporate a view the regulatory framework across the U.S. represents a material credit
positive, but is less favorable than the regulatory frameworks in Europe or Asia. This is primarily due to the
highly fragmented and parochial effects of state-by-state regulatory policies. We note that the business
activities that are primarily regulated by the Federal Energy Regulatory Commission (FERC) typically receive a
more favorable view. Our regulatory views are usually slightly less favorable when evaluating the utility parent
holding companies, largely reflecting non-regulated business activities, which typically comprise roughly 15%-
25% of consolidated operations.

The operating utility sub-sectors are also well positioned in terms of rates and cost recovery, where the vast
majority of costs and investments are recovered in a reasonably timely basis. Of course, regulatory lag on
various issues will remain a factor. As a result, we generally incorporate a view that utilities derive a benefit
from diversification across state lines, broadening the risk of regulatory jurisdictions and implied recovery lag.

We tend to view the rates and recovery mechanisms for the vertically integrated utilities as slightly less
favorable than the T&D and LDC peers, primarily because of the greater uncertainties related to fuel
commodities and increasingly stringent environmental mandates such as carbon regulations

Finally, we consider the sector's overall liquidity adequate, aithough this assumes that utilities will continue to
enjoy unfettered access to the capital markets. Little evidence to date suggests we should change our views
regarding access to the capital markets. Nevertheless, our assumption represents a major component to our
liquidity assessments, and ultimately ratings, so unexpected challenges to access could result in a materially
adverse ratings consequence across the entire sector.

Utilities, in general, have proven capable of issuing senior secured debt in times of crisis—debt that has
performed extremely well historically in terms of expected loss and recovery values.’ During the most recent
financial turmoil, most utilities had little trouble accessing capital across the entire capital structure. Yet we are
often reminded that the past is not a reliable indicator of future performance. While challenged market access

' See Special Comment, "Proposed Wider Notching Between Ceriain Senior Secured Debt Ratings and Senior Unsecured Debt Ratings for Investment Grade
Regulated Utilities,” May 2009

July 2009 & Industry Outlook 1 Moody's Global Infrastructure — U.S Regulated Electric Utilities
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strikes us as unlikely, its effects could be substantial, not unlike the “tail risk” often discussed in hedging
strategies, and possibly resulting in multiple notch rating changes over a very short period of time.

Over the past three years, the principal sub-sectors have produced relatively stable, if modestly deteriorating,
key financial credit ratios.

‘S‘é‘lectéd historical credit metrics

Parent 17% ’ 3.9 17% 3.9 16% 3.7 16% 3.7
Integrated 21% 4.7 21% 4.6 19% 4.4 19% 4.2
T&D 21% 4.6 19% 4.2 18% 4.0 20% 4.7
LbC 19% 4.5 18% 4.3 18% 4.5 20% 4.3

CFO / Debt = cash flow from operations before changes in working capital / total adjusted debt outstanding

While a modest decline in the financial ratios is not alarming today, the breadth of the decline across sub-
factors is noticeable (with the exception of LDCs) when comparing the more recent results with the historical
averages. We noted the possibility of this deterioration several years ago, when we questioned whether the
industry’s “back-to-basics" strategy was being retired prematurely, or at least before the originally articulated
balance sheet goals were reached.
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Regulation provides multiple notches of ratings benefit

About 50% of the utility sector’s rating stems directly from its status as a regulated monopoly that provides an
essential service to the general population. To gauge regulation’s influence on the utility sector's ratings, we
evaluated selected financial credit metrics, using the 3-year average financials (2006-2008) for the utility
sector, and ran them through the rating methodologies for a selected group of large, capital-intensive,
commodity-exposed industrial peers. Although many of these industrial sectors are also affected by various
forms of regulation, regulation over profitability is less evident than the utility sector.?

? These industries may be affected by regulation, but our key interest for the electric utilities is the cost-recovery mechanism, which these other sectors fack.

July 2009 B Industry Outlook 8 Moody's Global Infrastructure — U.S. Regulated Electric Utilities
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Clearly, based only on the financial metrics, the utility sector would be, at best, a borderline investment-grade
sector, if not for the regulatory support. The utility parent holding companies would more clearly appear in the
non-investment-grade range. This is primarily a result of the industrial peers being required to maintain
RCF/debt ratios of roughly 30% to be considered investment-grade, while utility-sector issuers need only
maintain ratios above roughly 10%.

We conducted a second exercise, evaluating the selected industrial peer financials within our general utility
rating methodology framework. Again, we only examined the three-year historical average financial ratios and
excluded all other industry-specific rating factors. As the next table shows, the industrial peers appear to be
strongly investment-grade when compared to the lower financial metric thresholds held out for utilities on a
cash flow measure, but less so when evaluated on a capitalization perspective.

RCF/  Debt/ Debt/  FCF/ RCF/ Debt/ Debt/ RCF/ Debt /

Sectors * Debt  Capz. EBITDA  Debt Debt Capz. EBITDA Debt Debt Capz.
Airlines - Ba Ba Caa - Baa Ba Caa Baa Caa
Capital Goods Ba A Ba Caa Ba A Baa Caa Aaa Baa
Chemicals -~ Ba Ba Caa - Baa Ba Caa Aa Ba
Coal Ba Ba Ba Caa Ba Baa Baa Caa Aaa Baa
Oil & Gas integrated Ba Ba - - Ba Baa - -- Aaa Aa
Packaging -- -- Ba Ca - - Ba Ca A B
Paper & Forest Prod. Ba - Ba Caa Ba - Ba Caa Baa Ba
Pharmaceutical Ba Ba - Caa Ba Ba -~ Caa Aa Baa
Shipping B -- Ba B Ba - Baa B Baa Ba
Steel - Ba Ba Caa - Baa Baa Caa Aaa A

* Most of these selected groups of comparable industrial peers include 8-12 companies.

Because the regulatory benefit is so critical to our ratings, it tends to represent the most important risk factor.
While we continue to consider regulatory risk a lower risk today, we believe there are potential longer-term
reguiatory risks that could emerge on two fronts:

n  Regulatory support for timely recovery could erode; and

m  Regulators could reduce the authorized returns on investments, based on the perception that utilities have
jower business risks than other industrial sectors and will find it easier to compete for capital.

Theoretically, regulators could attack the standard cost of capital arguments that assert competitive ROEs and other
returns are necessary to attract capital. Our concern is that regulators could attempt to modify their views on the
appropriate returns, since the sector's leverage is already benefited by regulation.

What could change the sector outiook to negative?

The electric utility industry appears reasonably well-positioned today within its investment-grade rating
category, despite increasing business challenges. Modestly declining financial metrics—a fundamentat credit
negative—could eventually force us into a more negative position for the sector. For now, though, we continue
to incorporate a view that regulators will uitimately provide timely financial relief.

A shift to a negative outlook could emerge based on our view that few utility management teams are taking
meaningful steps to strengthen their balance sheets and therefore may not be sufficiently positioned to
withstand unexpected shocks or challenges to the longer-term fundamental business plan, for its given rating
category.
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Nevertheless, most utility executives agree with our general view of the pending risks and challenges. They
also believe they have enough time to assess the situation and gain better clarity about the facts. Our concern
is if one or more challenges appear unannounced, at exactly the worst possible time. Since there is general
agreement that these risks are legitimate, we conclude that conservative utility management teams would
otherwise take precautionary measures to protect their franchise.

Beyond a widespread management failure to actively strengthen their balance sheets, the outlook for this
sector could turn negative with a material change in the regulatory environment, which today tends to support
the utilities’ recovery of reasonable costs from ratepayers. We foresee no significant changes in this regulatory
support at this time but will be carefully evaluating many of the rate case proceedings currently underway,
including those in Texas, Florida, Virginia, New York and South Carolina.

Base-case financial projections for vertically integrated utilities

We evaluated historical financial statements for about 75 vertically integrated electric utilities, creating a
hypothetical utility to illustrate financial projections over the next 20 years. Some of our assumptions:

s All revenues come from sales of electricity.

= Volumes rise modestly over the next few years before reversing and remaining flat (0% growth) by the late
2010s. We believe these volume assumptions reflect a modest economic recovery over the next few years
followed by flat volume growth associated with energy efficiency programs.

= Total authorized rate increases of 5% per year between 2010-2014, followed by 7.5% rate increases every
year thereafter.

= Fuel and purchase power expenses alternating between 50% and 55% of total revenue every year,
reflecting the volatility of fuel commodities. This creates some “choppiness” in our financial returns, so we
illustrate the results of our models with rolling two-year averages.

o Carbon costs begin in 2014 at $5 per ton, increasing to $10 per ton in 2015 and by an additional $2.50 per
ton annually thereafter.

»  Energy efficiency costs, renewable energy costs, and other incremental costs total roughly 3% of revenues
for the next three years, and 5% of revenues thereafter. We assume all “tracker” mechanisms are
incorporated into this assumption. Any automatic recovery is assumed to be captured in the annual rate
increase assumption noted previously.

s Operating and maintenance costs grow by 2% every year.

m  Annual projected capital expenditures are based on the previous year's depreciation and amortization.
Capital expenditures will amount to 250% of the previous year's D&A in 2010-2011, gradually scaling
down to 125% by 2018 before rising again, to 275% by 2025. These capital expenditure trends reflect the
sector’s need for infrastructure investment—and herd cyclicality.

s We adjust the dividend-payout ratio and the amount of new debt financing (assuming a 6% coupon on all
incremental new debt) to maintain a general debt-to-capitalization ratio of about 50%.

As a result of these base case assumptions, our hypothetical utility would generate CFO pre-w/c to debt and
ROE over the next two decades as illustrated in the next graph:
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Even allowing for some volatility in the financial ratios, this hypothetical utility would most likely be positioned
for ratings upgrades. This could be based on the continued regulatory support and steadily improving
CFO/debt ratios, possibly in the 2014-2015 timeframe, when the visibility over carbon-cost implications is
clearer, and the majority of the bank credit facilities have already rolled.

If, however, our base-case assumptions inciuded a more costly carbon impact-—for example, doubling our per-
ton cost estimates to $10/ton in 2014 and $20/ton in 2015, and increasing by $5/ton every year thereafter—our
hypothetical company’s results would look less robust. This utility is likely to suffer modest rating downgrades,
possibly around 2011-2013, as CFO / debt ratios approach the 10% threshold before showing signs of
improvement in 2014-2015.
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Carbon obviously represents a significant potential risk to this sector's long-term credit profile. Although we do
not consider ROE a primary credit driver, we would be concerned if it fell significantly below the 9%-10% range
over a sustained period: the lower the ROE, the greater uncertainty over the sector's capital allocation and
stewardship by management teams and boards of directors. Presumably, management could look for better
uses for their capital

The current economic climate could make it impossible for our hypothetical utility regulators to authorize
annual rate increases of 5%-7.5%, which is incorporated into our illustration. If today's severe economic
conditions persist—as we believe they may into 2010, if not beyond—rate increases could eventually spark a
backlash by both ratepayers and regulators.
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If rate increases were limited to only 3% a year over the next five years, followed by 5% annual increases
thereafter (versus 5% annual increases over the next five years and 7.5% annually thereafter), there could be
a material amount of pressure on both the credit, as well as the equity, all other assumptions held constant.
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Three primary challenges

The utility sector faces three major threats that would increase its overall business and operating risk profile.
For the most part, these risks are not new to the sector, but are arguably downplayed or dismissed. Utilities
have not yet reached a crisis point, but we think these challenges may combine and emerge together in the
2011-2013 timeframe, as the majority of the credit facilities expire and the incremental operating costs
associated with carbon begin to appear. As a result, we believe the most effective course of action to protect
existing ratings (and equity values) is to take active evasive measures and strengthen the balance sheet and
bolster liquidity reserves. This will not be easy.

As noted previously, the biggest challenge is maintaining a supportive regulatory relationship. One component
of this regulatory risk includes increasingly stringent environmental mandates for carbon and mercury. The
likely passage of some federal law reguiating carbon dioxide emissions—possibly as soon as this year or
next®—could be a fundamental sector-changing event, with unknown effects on balance sheets and liquidity.
Such uncertainties increasingly represent a primary consideration for credit ratings. We are struck by the
industry’s apparent lack of urgency regarding new, complex and potentially costly carbon rules. Moreover, we
expect incrementally strict environmental mandates over the near to intermediate term concerning mercury,
NOX, and SOX, among other pollutants. Again, though, few utilities appear visibly concerned.

A second big risk stems from the sector’s heavy reliance on unfettered access to the capital markets as a
component of its liquidity. The capital markets have accepted this reliance over many decades, and many
utility issuers have been all but untouched by the recent and ongoing turmoil in the financial markets. Even so,
the reliance on third-party financing remains a critical risk factor—especially as numerous bank credit facilities
expire over 2011-2012. The increasing burden on our overall liquidity analysis may eventually stop us from
assuming the sector has unfettered access to the capital markets. The dramatic changes in credit availability
and the financial institutions require some caution. We believe utilities will see their available borrowing
capacity decrease, possibly by as much as 25%-30%,; that fenors will shorten, with two-year facilities more
widespread than five-year; and that pricing will be substantially higher than today.

Finally, we are not sure today's level of authorized cost relief will continue. Utilities are among the most capital-
intensive of all industrial sectors, with aging infrastructures that require constant maintenance and long-term
capital investment. In addition, public policy agendas are influencing utilities’ operating cost structure, which
will contribute to increasing rate pressure. Utilities will find it increasingly difficult to balance a need for higher

* Most industry participants predict that new environmental mandates will take effect around 2012-2013.
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rates with the ability to post returns that attract new capital investment. At some point, ratepayers and
regulators may begin to resist these higher rates.

Consumers have limited ability to absorb new rate increases

All of these pressures indicate that there is pressure for higher electric rates, and we believe consumers and
ratepayers may eveniually complain to their elected officials. Onge this inflection point is breached, the political
and regulatory reaction will represent a major, fundamental and highly uncertain risk for the sector.

Regulators might find it increasingly difficuit to authorize steadily increasing rates, especially in today's
uncertain economic climate. No one knows how big an increase consumers can absorb; in any case the size
would vary by location.

Even so, gasoline prices offer a look at how consumers react once this inflection point is reached, when $4-a-
gallon gasoline in 2008 led to a distinct shift in behavior among U.S. motorists. That shift still persists a year
later, even with gasoline prices much lower nationwide.

Although we acknowledge that electricity volumes are more inelastic than gasoline, we attempt to illustrate the
possible U.S. consumer inflection point regarding electric rates. Our illustration begins with average household
income in 2007. We subtract about 30% to reflect state and federal taxes and other primary deductions. The
result is average disposable household income. We then compare the average annual utility bill to the average
disposable household income, and arrive at the average electric bill as a percentage of disposable household
income. As of 2007, this ratio was about 3.4%.

While no one claims to know exagtly at what point consumers will begin to object to higher electric rates, we
believe this inflection point is crossed roughly when the electric bill reaches 5%-10% of disposable income.
This would imply annual electric bills of about $3,500-$1,800 from the current $1,200, and total aggregate rate
increases of roughly 100%-50% over the existing national average of 10.65 cents per kwh.

Sharply higher utility bills and lackiuster income growth:
A politically volatile mix

If U.S. household outlays for electric and gas bills advance by 20% annually between 2010-2012, they
would represent a record 4% of disposable personal income (DP1) by the end of that period. Aggregate
outlays on electric and gas rose by 21.3% annualized on average during the three years that ended in
the first quarter of 1977, while spending on electric and gas rose no higher than 2.8% of DPl—mostly
because DP! grew by a comparatively rapid annual 9.9% on average.

By contrast, U.S. consumers would be enraged if their overall electric and gas bills scared more than
20% annualized during the 2010-2012 period if DPI rose by a much slower 1.8% annually, on average.
DPI growth could indeed be this low, based on expectations of a soft U.S. labor market subject to
competitive pressures from workforces in China and India—a marked contrast from 1977, when
American workers were not yet subject to wage pressures from competitively priced labor in the
emerging markets.

Consumer spending on gasoline and fuel oil soared by 26% during the 12 months that ended
September 2008. These prices became a political issue, even though DPI rose at a relatively normal
5.3% during this period. Any sharp acceleration of energy costs amid decidedly weak income growth is
likely to spark political discord.

Sources: John Lonski, Managing Director, Moody’s Capital Markets Research Group; National Income
Product Accounts (NIPA)
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Carbon dioxide regulations represent huge risk

Six months into the Obama administration, legislation concerning federally mandated carbon dioxide
regulations—the American Clean Energy and Security Act of 2009 (ACES), also known as the Waxman-
Markey bill—has passed the House, and now resides with the Senate. The vast majority of our industry
contacts—utility executives, regulators, legislators, bankers, consultants, and investors alike—feel that carbon-
emission restrictions are now inevitable. Most expect the passage of some form of carbon-emission limits in
2009 or 2010, with actual implementation likely around 2012-2013.

But few market participants claim to understand the intricacies of the current version of the bill, and in any
case, details will continue to change as the bill goes through the Senate (and eventually the House-Senate
reconciliation process, if it passes). But we note that any version of ACES that becomes law could place a
steep cost-burden on the electric utility industry, which relies heavily on emission-producing coal and natural
gas.

The current legislation aims to achieve a 17% reduction in carbon emissions by 2020 from 2005 levels, and an
83% reduction by 2050. Assuming the electric utility sector was responsible for about two-thirds of the 6 trillion
metric tons of carbon produced in 2005, the sector would have to reduce its own carbon emissions by about 1
trillion metric tons by 2020. Estimates for the industry’s carbon emission costs vary widely—from roughly the
mid-single digits initially ($5/ton) growing to anywhere from $25/ton to $100/ton by 2025. We anticipate that the
costs will begin at about $5/ton, increase rapidly to about $10/ton, and then rise at a modest but steady annual
$2.50/on.

We believe carbon-emission taxes could threaten some utilities’ liquidity. For a simple utility that sells 20 Twh's
of electricity, with 50% generated from coal and 25% from natural gas, the costs of carbon might range from
$60 million-$300 million annually (assuming carbon taxes of $5/ton-$25/ton). Although we accept that most
issuers would be able to recover their carbon costs from ratepayers, the timing related to any potential
recovery remains unclear. This could put significant pressure on an issuer’s liquidity position; in the current
environment, this presents a material concern.

* This assumes that the electric utility sector must reduce its own carbon emissions by the same amount as the overall mandate—i.e., by 17% by 2020).
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2005 CO2 emissions 6,032 5,975
Percentage derived by utilities B87% 67%
Implied utility CO2 emissions 4,011 3,974
Estimated total MW capacity (US) 950,000
Assumed % coal 50%
Assumed % natural gas 20%

Implied MW's by fuel source

Coal 475,000
Natural gas 190,000
665,000

Assumed capacity factors
Coal 706%
Natural gas 25%

Implied generation (MWh's)

Coal 29127
Natural gas 416.1
3,328.8

Implied CO2 emissions

Coal (1 MWH = 1 ton) 2,912.7
Natural gas (1 MWH = 0.5 tons) 208.1
3,120.8

From a credit perspective, we believe the carbon-emission legislation poses a major risk for the sector,
primarily because of its complexity and apparent implications to liquidity. The legislation may become less
imposing for the utility sector as it makes its way through the U.S. Senate, in part based on the sector's
effective lobbying efforts. But the bill's complexity creates an expectation that a utility’s financial statements
could become less transparent with respect to these costs and their overall financial implications—a credit
negative.

Liquidity harder to manage amid tighter credit markets

About 10% of the sector's $110 billion of credit facilities are expected to expire around October 2009, with
another 10% expiring in April 2010. The remainder is due fo expire in 2011 and 2012.

We believe the turmoil impacting the financial institutions will remove about 30% of the utility industry's current
available credit which will drop overall liquidity capacity to roughly $77 billion from about $110 billion—a drop
of ahout $30 billion. That is a lot of credit capacity coming out of the system.

The maturities of these credit facilities are most likely be in the 1-2 year tenor. More restrictive covenant
packages, and possibly even material adverse-change clauses, may become more standard.
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The capacity reduction results in a roughly $33 billion of liquidity sources removed from the system. Several
utilities—including DTE Energy, FPL Group, NICOR, Southern and TECO Energy—have been reasonably
successful in rolling over near-term credit facilities. Liquidity appears more chalienged for others, such as AEP
and Duke Energy. Ultimately, we believe the issue is one of pricing, not capacity availability.

No one knows how much carbon costs will impact working capital, and therefore liquidity. We would be
concerned if more stringent borrowing restrictions and financial covenant requirements conspire to challenge
the sector's ability to borrow on its facilities.

Two key issues sum up the unknowable effect of these potential emissions costs: How utilities will plan their
long-term investments in this environment, and what their projected financial statements show.

Pension obligations weigh further on debts

In our last industry outlook we reviewed the 2007 funded status of pensions for several utilities. Based on
these numbers we estimated that the utility sector might have exposure of upwards of $40 billion in under-
funded pensions at the end of 2008. The actual pension disclosures indicated a modestly lower exposure, at
$33 bilfion or a 73% funded status. While this funded status is better than we estimated it is by no means
reason to celebrate.

From a credit perspective, Moody’s treats under-funded pension obligations as a debt equivalent. As such $33
billion of additional debt equivalents clearly adds downward pressure to the credit ratings of some utilities.
However, large pension under-funding in isolation did not lead to a broad wave of rating downgrades but were
a factor in some downgrades, and will likely be a factor in future rating actions.

An important determinant in the rating impact on affected issuers is the magnitude of cash required to meet
increased funding obligations relative to the company’s liquid resources.® Pension funding requirements are
governed by the Pension Protection Act of 2008 (PPA), which became effective in 2008. A required
contribution must be paid within 8.5 months of the close of the plan year. As plan years begin one day after the
fiscal year closes this would mean that a company with a December 31, 2008 year end may have until
September 15, 2010 to make its contribution. However, companies’ plans which were under-funded in the prior
year compared to the PPA transition thresholds must make quarterly contributions in the current year.

While the PPA is very strict in many regards, there is some flexibility regarding required quarterly contributions.
If a plan sponsor previously made voluntary contributions, which are referred to as prior year credits, it may be
able to defer some or all of the required quarterly payments until the next year. Specifically if the plan is at
least 80% funded in the current plan year it may be able utilize its prior year credits to defer payments. What
these provisions effectively mean is that many plans which were in decent shape at the end of 2007 could
push 2009 contributions off until 2010. If funding levels do not increase by the end of 2008, a utility might be
required to make two years of contributions in 2010. Several may be positioned to push contributions off until
2011, but eventually the contributions will be made. We observe that many utilities are using prior year credits
to delay funding requirements until 2010.

As the year draws to a close and we get some insight into probable 2009 funding levels we will take a very
close look at potential liquidity issues due to large pension contributions in 2010 and 2011. This potential use
of liquidity could become more of a concern depending on the state of the credit markets at this time, and the
success utilities have in managing their liquidity sources.

Capital planning for future uncertainties

The electric utility sector depends on long-lived physical assets and long-term planning—both of which pose
challenges for companies’ business and operating risk profiles. Changes to federal and state policies over
base-load requirements and emission regulations can wreak havoc on utility managers’ ability to plan and
invest

® See Special Comment, "Managing Ratings With Increased Pension Liability,” March 2009.
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Moreover, the apparent solutions to several of the sector's challenges—renewables, smart grids, efficiency
measures—may raise near-term costs for consumers. In essence, it is easier to maintain the status quo (and
continue potiuting with carbon-based fuels) than fo change consumer behaviors. The up-front costs have to be
authorized for recovery and amortized over a longer-term period of time, thus creating challenges for
consumer acceptance. Of course, it is difficult to estimate the unintended consequences associated with
burning those carbon-based fuels.

Nevertheless, we know consumer behaviors can change quickly, as the makers of horse-drawn carriages,
typewriters, videocassettes, or even SUVs can attest. Although consumers may be slow to risk their own
personal comfort by changing their use of an essential service like electric power, few analysts think the
electric utility sector is immune to the risks of changing technology.

Federal initiatives associated with renewable energy standards also cause us some concern. We believe a
material increase in renewable energy sources can create challenges with transmission grid operators,
primarily because they cannot be scheduled. The greater the percentage of renewable resources used to
generate power, the likelier we are to see “problems” for grid operators—and thus higher costs for ratepayers.

Conclusion

Historically, we have held that utilities manage their financial positions in a relatively conservative manner—
that safe and reliable service is fundamental to their business plans and that they need healthy, regular
infusions of debt and equity to fund their sizeable negative free cash flows.

Most of our issuers expect Washington fo impose some form of carbon tax over the near- fo intermediate term.
Whether enacted this year or next, few believe it will disappear. But we believe utilities tend to downplay the
magnitude of the potential risks from such legislation, with managements continuing fo assume they will see
the appropriate regulatory relief to cover their costs. Today, we continue to believe that prudently incurred
costs and investments will be recovered, but we do not consider future cost-recovery a given. The uncertain
economic climate clouds our visibility regarding these assumptions.

The sector needs significant capital to refurbish its infrastructure, implying sizeable negative free cash flows
that must be financed in the capital markets. But credit availability is now tighter and costlier than even a year
ago, and may remain this way indefinitely. Today we believe the sector will maintain unfettered access to the
capital markets, and that expiring credit facilities will be rolled over into new facilities without a material
reduction in capacity.

Regulators continue to scrutinize authorized ROEs, and intervenors increasingly feel that trackers and other
recovery mechanisms can lower a utility’s business risk profile. We expect to see growing tension between
utilities—which need financial relief for increasing costs and investment—and consumers, whose folerance for
higher rates may be tested further in a poor economic environment.

Since few, if any, industry participants disagree with the risks identified in this report, we are somewhat baffled
that utility management teams seem reluctant to proactively strengthen their balance sheets in the face of
such challenges. In essence, we are talking about protecting the ultimate franchise of the utility’s service
territory and their ability to assure a safe and reliable essential service.
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Appendix A: Macroeconomic Risk Scenarios

Our central outlook for the global economy has worsened since late last year, now taking the shape of a hook
when plotted on a graph, as opposed to a ‘U.”

This means we expect that the global recession this year will be deeper than we thought six months ago and
that it will be followed by a slow and painful recovery for most economies in 2010, not a steep rebound, as
previously thought.

We also can't rule out the risk that the global economy will follow a darker path, the downside scenario
described below. The central and downside scenarios both begin with a severe downturn. It is the shape of the
recovery that distinguishes them.

Central scenario (hook-shaped recovery): The prospect for a robust recovery is bleak, taking the shape of a
hook. The U.S. economy could shrink between 2% and 3% in 2009, before expanding 1% to 2% in 2010—
meaning that once the recovery takes shape, growth will be tepid at best,

Implications for the industry: Our stable outlook on the U.S. regulated utilities industry incorporates this
view.

Downside scenario (L-shaped recovery): A recovery in 2010, if one emerges, takes the shape of an *L"—
signifying years of little or no economic growth for most major economies.

There is a real risk of this happening. But it is too early to adopt this scenario as our base case because it is
too early to tell whether fiscal and monetary stimulus policies are working. Some signs should emerge this
summer. Odds are the fiscal packages will limit the damage.

Implications for the industry: Worsening U.S. unemployment adds to pressures on consumers, and
commodity prices begin to rise, increasing bills for ratepayers. The hardship that some consumers face in
paying their monthly bills creates political pressure against utilities. Regulators begin to question more closely,
and in some cases deny, the utilities’ requests for cost recovery, putting pressure on the companies’ revenues
and cash flow. Access to capital deteriorates and liquidity becomes a concern.

For the full report, published by the economists at Moody's Global Financial Risk Unit on May 6, 2009,
please click here.
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Appendix C: Estimated Inflection Points by State
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State-by-State Electricity Bill/Household Disposable Tncome Study*
EIA

Source: BEA

Moody's

Estimates

Colorado $61,141
Utah $53,529
Minnesota $58,058
New Mexico 544,356
Washington $58,080
Wyoming $48,744
New Hampshire $67,576
Idaho $49,184
Michigan $49,370
California $55,734
Iinois $52,506
Wisconsin $51,277
Kansas $48,497
Rhode Island $54,210
Nebraska $49,174
Alaska $62,993
Oregon $50,235
Montana $43,655
North Dakota $47,205
District of Columbia $50,783
New Jersey $60,508
lowa $48,908
South Dakota 546,418
Massachusetts $58,463
Vermont $47,390
Virginia $59,161
Ohio $49,099
West Virginia 542,091
Maine $47,894
Indiana $47,453
Missouri $46,005
Maryland $65,630
Pennsylvania 548,437
New York $48,944
Nevada $54,058
Oklahoma $43,216
Georgia 548,641

$42,799
$37,470
§40,641
$31,049
$40,656
$34,121
547,303
$34,429
$34,559
$39,014
$36,754
$35,894
$33,948
$37,947
$34,422
$44,095
$35,165
$30,559
$33,044
$35,548
§42,356
$34,236
$32,493
$40,924
$33,173
541,413
$34,369
$29,464
$33,526
$33,217
$32,204
$45,941
$33,906
$34,261
$37,841
$30,251
$34,049

$0.251
$0.195
$0.204
$0.202
$0.158
$0.163
$0.312
$0.133
50.210
$0.280
$0.194
$0.206
$0.154
$0.260
$0.140
$0.277
$0.145
$0.155
$0.128
$0.192
50.242
50.161
$0.137
$0.269
$0.233
$0.143
$0.155
50.108
$0.264
50.131
$0.120
$0.176
$0.162
$0.236
$0.160
$0.115
$0.121

172% 7.9%
139% 6.0%
122% 8.1%
122% 7.5%
17% 9.2%
1% 5.3%
110% 6.5%
109% 8.0%
106% 14.2%
94% 11.3%
92% 10.3%
90% 9.0%
88% 7.8%
85% 11.3%
84% 5.4%
82% 10.3%
77% 10.6%
76% 7.1%
75% 5.1%
71% 10.0%
71% 9.1%
70% 5.8%
69% 5.4%
65% 8.7%
65% 7.9%
64% 7.1%
62% 10.8%
60% 7.3%
60% 8.9%
58% 10.7%
56% 9.8%
48% 7.0%
48% 8.5%
38% 8.9%
35% 10.9%
34% 6.5%
33% 9.7%

July 2009 8 Industry Outlook @ Moody's Global Infrastructure — U.S. Regulated Electric Utilities
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State-by-State Electricity Bill/Household Disposable Income Study*
Source: BEA EIA Moody's Estimates
S

Kentucky $39,452 $27,616 7.34 3.9% 50.095 29% 10.2%

Connecticut 564,141 $44,899 19.114 3.9% $0.245 28% 8.1%
Delaware $54,589 $38,212 13.16 4.0% $0.166 26% 8.0%
Arizona $47,215 $33,051 9.66 4.0% $0.121 25% 8.7%
Arkansas $40,795 $28,557 8.73 4.1% $0.106 22% 8.2%
Hawaii $64,022 $44,815 24.12 4.2% $0.285 18% 6.8%
North Carolina $43,513 $30,459 9.40 4.2% $0.111 18% 10.3%
South Carolina $44,213 $30,949 9.19 4.3% $0.107 16% 10.7%
Tennessee $41,195 $28,837 7.84 4.4% $0.089 14% 9.8%
Florida $45,794 $32,056 11.22 4.9% $0.115 2% 10.0%
Alabama 942,212 $29,548 9.32 4.9% $0.094 1% 8.8%
Lauisiana $41,313 $28,919 9.37 5.0% $0.094 1% 7.3%
Texas $46,053 $32,237 12.34 5.2% $0.118 -4% 7.8%
Mississippi $37,279 $26,095 9.36 5.4% $0.086 -8% 11.4%
National $50,233 $35,163 10.65 3.4% $0.157 47% 8.6%

* Assumes implied maximum electric bills of 5% of calculated household disposable income.

uly 2009 1 Industry Outlook B Moody's Global Infrastructure — U.S. Regulated Electric Utilities
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Moody’s Related Research

Industry Outlooks

U.S. Investor-Owned Electric Utility Sector, January 2009 (113690)

North American Natural Gas Transmission & Distribution, March 2009 (115150}
U.S. Coal Industry Outlook: Six-Month Update, April 2009 (116778)

EMEA Electric and Gas Utilities, November 2008 (112344)

Special Comments

Right-Way Hedging for Power Companies, June 2009 (117978)
New Nuclear Generation. Ratings Pressure Increasing, June 2009 (117883)
Texas T&D Utilities: Low Business Risk, but Credit Challenges Remain, June 2009 (117479)

Proposed Wider Notching Between Certain Senior Secured Debt Ratings and Senior Unsecured Debt
Ratings for Investment Grade Regulated Utilities, May 2009 (116748)

Carbon Risks Becoming More Imminent for U.S. Electric Utility Sector, March 2009 (115175)
Managing Ratings With Increased Pension Liability, March 2009 (115011)

Near Term Bank Credit Facility Renewals To Be More Challenging For U.S. Electric And Gas Utilities,
January 2009 (114031)

Investor-Owned Electric Utilities in Ohio, January 2009 (114137)
Carbon Dioxide: Regulating Emissions Following a Long and Winding Road, November 2008 (112822)

U.S. Investor Owned Electric Utilities Somewhat Insulated (but not immune) from market stress,
September 2008 (111891)

New Nuclear Generating Capacity: Potential Credit Implications for U.8. Investor Owned Utilities, May
2008 (109152)

EU Climate Change Strategy, May 2008 (108846)
Decommissioning and Waste Costs for New Generation of Nuclear Power Structures, May 2008 (109086)

New Generating Capacity in a Carbon Constrained World, March 2008 (107453)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication
of this report and that more recent reports may be available. All research may not be available fo all clients

July 2009 & Industry Outiook 1@ Moody's Global Infrastructure — UJ.S. Regulated Electric Utilities




U.S. Investor-Owned Eleciric Utilities

Analyst Contacts (continued from page 1):

New Yorlk 212.553.1653
A.J. Sabatelle 1.212.553.4136
Senior Vice President

Dan Aschenbach 1.212.553.0880
Senior Vice President

Mike Haggarty 1.212.553.7172
Vice President /Senior Credit Officer
Mihoko Manabe 1.212.553.1942
Vice President /Senior Credit Officer

Allen McLean 1.212.553.1942
Vice President /Senior Credit Officer

Kevin Rose 1.212.553.0389
Vice President /Senior Analyst

Laura Schumacher 1.212.553.3853
Vice President /Senior Analyst

Scott Solomon 1.212.553.4358
Vice President /Senior Analyst

Jim O’Shaughnessy 1.212.553.1607
Analyst

Natividad Martel 1.212.553.4561
Analyst

Wesley (Wes) Smyth 1.212.553.2733
Vice President/Senior Accounting Specialist
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Author : 5 ' Editor : ' Senior Production Associates
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Shubhra Bhatnagar

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME
DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT
CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE,
SELL, OR HOLD PARTICULAR SECURITIES CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors and affiliates including Moody's Assurance Company, Inc. (together, "MOODY'S"). All rights
reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REFRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED
FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY’S from sources believed by it to be accurate
and rsliable. Because of the possibility of human or mechanical error as well as other factors, however, such information is provided "as is” without warranty of any
kind and MOODY'S, in particutar, makes no representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness
for any particular purpose of any such information. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in
whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the conirol of
MOODY’S or any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication,
publication or defivery of any such information, or (b} any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without
limitation, lost profits), even if MOODY*S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information
The credit ratings and financial reporting analysis observations, if any, consiituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO
THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR
QTHER OPINION OR INFORMATION 15 GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be
weighed solely as one factor in any investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider
purchasing, holding or selling MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY’S have, prior to assignment of any rating, agreed to pay to MOODY'S for appraisal and rating services
rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation (MCO) and its wholly-owned credit rating agency subsidiary, Moody's
Investors Service (MIS), also maintain policies and procedures to address the independence of MIS's ratings and rating processes Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC
an ownership interest in MCO of more than 5%, is posted annually on Moody's website at www moodys com under the heading “Shareholder Relations — Corporate
Governance — Director and Shareholder Affiliation Policy "

Moody’s Investors Service
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Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 13.
a. Provide copies of the documents referenced in Footnotes 15-16.

b. Footnote 17 does not appear to be timely. Provide the most recent Standard & Poor's
Corporation reports regarding credit issues affecting the electric utility industry.

RESPONSE

a. Copies of the above-referenced articles are included in Dr. Avera’s workpapers, copies of
which are provided on a CD in response to KIUC 1st Set, No. 1.

b. A copy of the most recent S&P publication addressing the top ten credit issues
confronting electric utilities is attached.

WITNESS: William E. Avera
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Top 10 Investor Questions: U.S. Regulated
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Electric Utilities
Regulared U.S, electric utility companies face many issues in 2010, including uncertainty about carbon regulation,
reduced demand for two consecutive years, shifting capital expenditnre plans, and numerous regulatory proceedings.

Below we present our views regarding issues raised in many of the questions we receive about issuer credit quality

and the industry.

Credit Concerns

What impact does the December 2009 Environmental Protection Agency's (EPA) endangerment finding
that greenhouse gas emissions need to be regulated through the Clean Air Act have on electric utility
credit quality?

In the near term, we believe the EPA ruling will have minimal effect on electric utility credit. Longer term, the ruling
increases the likelihood that a plan to restrict or tax carbon-based emissions will gain traction in the U.S. Congress
and legislators will forge a consensus, Whether that happens in 2010 is uncertain, given the difficulty in reaching

agreement on healthcare and the looming midterm national elections in November.

We believe costs will likely rise to meetr whatever mandate Washington establishes. For regulated electric utilities,
Standard & Poor's Rarings Services continues to believe that ratepayers will bear the costs associated with reducing
carbon emissions utilities will recover their costs through state regulatory proceedings. Ultimately, the dollar amount
of the costs and the timeliness in recovering the money spent will be important factors affecting our view of a

utility's credit quality.

Interestingly, in the past few months several electric providers, including American Electric Power Co. Inc., Duke
Energy Covp, Exelon Corp., and Progress Energy Inc,, have announced plans to close coal facilities in part as a
symbolic response to the EPA's action and in consideration that future coal restrictions would make these plants

uneconomic.

Has the recession caused electricity demand to decline permanently?
We believe it's likely that there has been sonie permanent loss of industrial load due to the shutdown of plants,

especially those associated with the auto industry. The average loss is around 10% industrywide, with several

pockets of acute weakness, especially in hard-hit Michigan, where Detroit Edison had a 25% drop,

With unemployment nationally above 10%, it's too early to tell if demand reduction for 1esidential and commercial
customers will continue. Sales have fallen for rwo consecutive years. A lethargic economy in 2010 may dampen

electricity sales growth, which has closely followed GDP growth during previous recoveries.

Greater energy awareness by consumers may ultimately reduce demand meaningfully in the future. Smart-metering
experiments by many electric utilities, including PPL Corp. and Pacific Gas and Electric Co., are a first step in
sending price signals that could change customer behavior. In addition, government incentives for smart energy went
to several eleciric utilities, including Duke Energy, Florida Power & Light Co., Progress Energy, Centerpoint Energy
Inec., and PECO Energy Co.

Standard & Poor’s | RatingsDirect on the Glohal Credit Portal | January 22, 2010 2
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How are regulators responding to cost pressures exacerbated by the economic malaise?
Early rulings by regulatory commissions are showing mixed results thus far in 2010. We continue to analyze each

decision on a company-by-company basis, concentrating on the long-term credit implications and cash flow impact.

Recent examples include Michigan where regulators granted DTE Energy Co. a constructive rate ovder. Importantly,
approved implementation of revenue "decoupling” (the insulation of a utility's financial health from declining sales
due to conservation and other factors) and an uncollectible rider should help stem cash flow attrition in Michigan.
Conversely, Florida regulators sharply reduced the dollar amounts requested for base rate increases for Florida
Power Corp. and Florida Power & Light, leading to negative CreditWatch listings for both companies. An overbuils
real estate market, rising unemployment, projections of slow economic growth, and a populist message by the

Florida governor were all factors in the rate-case outcomes,

Economic weakness is another challenge to managing regulatory risk. Many companies have authorized recovery
mechanisms for fuel, trackers for pension and uncollectible expenses, and passing costs for renewable energy wind
and solar projects through to customers, We view all of these adjustors as conducive for credit quality becausc they

can generally help to smooth cash flows and keep balance-sheet deferrals to manageable levels,

What type of Federal government support can the indusiry expect?

With President Obama's commitment to newer and greener energy, we would expect that renewable energy will
continue to receive favorable treatment from Washington. In January 2010, the Feds announced a $2.3 billion clean
energy manufacturing tax credit. Renewable technologies, such as wind, solar, carbon dioxide capture and

sequestration, and intelligent transimission grids are some of the areas that may benefit.

Greater disbursements from the Dept. of Energy (DOE) could also be a source of support, The DOE established its
loan program in 2005, but rulemaking delays and funding appropriations prevented disbursements until 2009, when
a solar panel manufacturer received $535 million. Additional projects are in the queue, including several new

nuclear plants.

We believe incentive ratemaking from the Federal Energy Regulatory Commission for interstate transmission
projects is another plus from a credit perspective for electric ntilities. The FERC's authorized returns on equity have
trended in excess of 100 basis points above rate-base investments in most cases. Qur expectations are that electric
utilities will continue benefitting given the FERC's commitment to national transmission expansion and the growing

need to deliver renewable energy to load centers.

Will regulated electric utilities continue to be able to access capital markets in 2010?
We expect that regulated electric utilities will be able to access debt and equity markets throughout 2010 due to the

industry's current solid investment-grade profile and fixed assets with substantial collateral value.

Debt issuance for the sector was robust for 2008 and 2009, with utilities issuing $80 billion in aggregate. Volume
for 2010 likely will be lower given the amount of early refinancings completed in 2009 and upcoming maturities
totaling less than $20 billion for the year, Curtailment of growth projects also reduces the need for capital.

Tackling the renewal of expiring credit facilities will be a priority item in 2010 for many electric utilities.

Maintaining adequate liquidity is an important credit factor.

www.standardandpoors.com/ratingsdirect 3
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What do you expect from commodity prices?

Natural gas has bounced back from its September 2009 trough of $2.50 per thousand cubic feet, steadily rising to
more than double that amount as the winter heating season started, Increased supplies from shale production,
considerable gas reserves in storage, and lower demand from electric utilities will likely keep prices in check in 2010.
However, short-term price volatility from numerous possibilities, including a sharp cold snap, a smmmer heat wave,

or supply disruption, is always possible.

Coal production is pegged to be higher in 2010 despite higher stockpiles. With much of the supply locked in under
high-price contracts, prices remain elevated at more than $50 per ton for Central Appalachian Basin coal. Several
utilities had more than a 50-day supply on hand entering the wintey, including large coal burner American Electric
Power. With many of the contracts expiring this year, longer-term the fundamentals point to lower coal costs for

electric utilities in the future.

How much rencwable capacity will utilities install in 2010?

Projections from Global Energy Solutions and Edison Electric Institute are for about 3 gigawatts (GW) of wind and
solar to become operational in 2010. This amount would be on par with 2009 and less than 2008 (6 GW) and 2007
(5 GW) totals. Difficulty in obtaining financing, reduced customer demand, and reluctance by electric utilities to

enter into long-term purchase power agreements held back installations,

For newbuilds, wind has been the leader in renewable capacity, but advances in solar panel and related technology
will likely boost solar capacity additions in coming years, Currently, renewable sources represent more than 8% of
installed capacity; hydroelectric, wood, and biofuels are the predominant sources. If utilities adopted a national
renewable portfolio standard of 15% by 2020 as some in Washington have proposed, a large amount of capital

spending for wind and solar projects, some by the utilities themselves, would be needed to meet this mandate.

What level of capital expenditures do you expect?
We currently expect that capital budgets will focus on maintenance and reliability projects for the most pait as
electric utilities pare back their growth capital, Estimates are that the industry spent about $80 billion in 2009 and

will spend a similar figure in 2010,

Utilities have scaled back or cancelled several larger projects, including the $1.6 billion Big Stone coal plant in South
Dakota, American Electric Power's and Allegheny Energy's $3 billion PATH transmission project, and PEPCO
Holdings Inc.'s $1 billion MAPP transmission project.

Longer-term, the industry has a lot of capital projects looming, especially for potential carbon compliance,

renewable capacity, and transmission extensions and buildouts,

What are the current prospects for nuclear power?

We believe the prospects for nuclear power are flat. Many existing operators continue to seek license extensions (32
approvals and 12 applications under review) and increased output through turbine advances. The saga of waste
storage and Yucca Mountain continue to be an uncesolved problem for the industry, but, in our view, the real issues
holding back development are slackening demand for electricity and reluctance to rely on unpredictable capital

markets to support large projects with long lead times.

Support in Washington for a build-out of new nuclear unirs has been primarily in the form of a promise of DOE
loans. At present, the dedicated amount of $18.5 billion may be enough to fund two new nuclear plants based on

some costs estimates, The dollar cost compared with the existing assets base and market value for the largest electric

Standard & Poor’s | RatingsDirect on the Global Credit Portal | January 22, 2010 4
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utilities is clearly a constraint.

At present, several electric utilities including SCANA Corp and Souther Co. are still going forward with plans to
build new nuclear units; in-service dates are still eight to 10 years away. In our view, any regulated electric utility
that proceeds on the path to construction must have state political support, a legislatively approved cost recovery
framework, and financially viable partners in place before spend a sizable amount of dollars to limit credit quality
erosion. In addition, we will consider whether utilities are likely to recover financing costs as they occur, which

would minimize deferrals and balance-sheet weakness, and ultimately preserve credit guality.

Will new accounting rules in the U.S. affect any electric utility ratings?

We expect that accounting rule changes related to affiliates being consalidated onto the balance sheer in 2010 will
not have any impact on electric credit ratings, Standard & Poor's continues to adjust financial statements to better
reflect the issuer's financial position as it relates to credit risk, Some of the adjustments include operating leases,
postretirement benefits, and hybrid instruments similar to other corporate entities, as well as power purchase

agreements and securitized costs unique to electric utilities.

Longer-term, a change from .S, GAAP to the International Financial Reporting Standards that the Securities and
Exchange Commission is considering could impact the income statement and equity section on the balance sheet for
U.S. regulated clectric utilities. If a change in standards occurs, we will continue to stress fundamental analysis based
on the issuer's economic picture, The focus will remain on cash flow generation and sustainability and less emphasis
on income, as restrictions on the ability of 1.5, electric utilities to record regulatory assets or liabilities could

increase earnings volatility.
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Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 14.

Provide the Standard & Poor's Corporation document referenced in Footnote 20.

RESPONSE

A copy of the above-referenced document is included in Dr. Avera’s workpapers, please refer to
tab WP-14 on the CD provided in response to KIUC 1st, Item No. 1.

WITNESS: William E Avera
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Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 16.
Provide a copy of the document referenced in Footnote 27.

RESPONSE

A copy of the above-referenced document is included in Dr. Avera’s workpapers, copies of
which are provided on a CD in response to KIUC Ist, Item No. 1.

WITNESS: William E Avera
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Page 1 of 1

Kentucky Power Company

REQUEST

Refer to the Avera Testimony at page 7.

Provide a copy of the documents referenced in Footnotes 28-29.

RESPONSE

Copies of the above-referenced documents are included in Dr. Avera’s workpapers, copies of

which are provided on the CD in response to KIUC 1st Set, Item No. 1, please refer to tab WP-
19 and WP-20, respectively.

WITNESS: William E. Avera
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Kentucky Power Company

REQUEST

Refer to the Avera Testimony at pages 23-27 and Exhibits WEA-2 and WEA-4.

a.

b.

d.

@

Provide the most recent Value Line company profile sheets for each of the companies in
the Utility Proxy Group.

For each electric utility listed in Value Line, but not selected for the Utility Proxy Group,
provide the reason that it was not selected.

For each utility in the Utility Proxy Group, provide:
(1) Whether the utility operates in a traditional or restructured regualtion state.

(2)  The percentage of revenues derived from non-regulated operations, and from
international operations for 2009.

(3)  Whether the utility operates in traditional or restructured states.
(4)  The percentage of generation that is nuclear generation.

Explain why it is not circular to have American Electric Power in the Utility Proxy
Group.

Provide a list of the state utility regulatory commissions and the attendant orders that
explicitly based return on equity awards on the estimated returns of non-utility sector
companies.

Part A of this testimony discusses the various risks faced both by Kentucky Power
specifically and the electric utility industry generally. There is neither a comparable
discussion of the risks faced by the Non-Utility Proxy Group nor any discussion of how
these risks are comparable to the electric industry. Provide such discussions of the risks
faced by each company and non-utility industry.



KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 20

Page 2 0f 23

RESPONSE

a)

b)

d.

Copies of the requested documents are attached.

Please refer to tab WP-49 of Dr. Avera’s workpapers provided on the CD in response to
KIUC 1st Set, Item No. 1.

Dr. Avera did not compile the requested information in the course of preparing his direct
testimony because it was not necessary to support his analyses and conclusions. To the
extent it is available, information responsive to this request can be obtained from the
individual Form 10-K Reports filed by the respective utilities in Dr. Avera’s proxy group,
which are publicly available at:
http://www.sec.gov/edgar/searchedgar/companysearch.html.

KPCo’s equity capital is provided solely by its parent, American Electric Power
Company, Inc. (“AEP”), and AEP meets the comparable risk criteria used to define the
proxy group. Under these circumstances, it is appropriate to include AEP in the proxy
group used to estimate the ROE for KPCo. Moreover, in Dr. Avera’s experience,
including the parent company in the proxy group used to estimate a fair ROE for an
operating utility subsidiary is widely accepted by state and federal regulators. Because
observable stock prices depend partially on investors’ growth perceptions, and indirectly
on their perceptions of the regulatory process, it can be implied that DCF cost of equity
estimates for all regulated utilities involve some degree of circularity. This reinforces the
need to consider other benchmarks. As noted in Regulatory Finance, Utilities’ Cost of
Capital, Public Utility Reports, Inc. (1994):

The circularity problem, to the extent it exists, can be mitigated by referencing data on
non-regulated companies as well as on other utilities. (p. 202)

This is directly analogous to the approach recommended by Dr. Avera.

Dr. Avera has not conducted any detailed review of past regulatory orders to identify
those cases in which regulators have “explicitly based return on equity awards on the
estimated returns of non-utility sector companies.” Dr. Avera would note, however, that
in the early days of utility regulation it was common practice to base authorized returns
solely on data for firms in the competitive sector of the economy. As explained in Dr.
Avera’s testimony, regulatory standards reflect the need to establish a rate of return that
is commensurate with those available on other investments of comparable risk. As noted
in Regulatory Finance, Utilities’ Cost of Capital, Public Utility Reports, Inc. (1994):

It should be emphasized that the definition of a comparable risk class of companies does
not entail similarity of operation, product lines, or environmental conditions, but rather
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similarity of experienced business and financial risk. ... Investors do make such risk
comparisons between industrial and utility stocks. (p. 58)

£, Dr. Avera did not include a discussion of the individual risks faced by the various
industries or companies represented in his Non-Ultility Proxy Group because this was not
necessary to support his analyses and conclusions. As discussed in Dr. Avera’s
testimony, his analyses focused on an analysis of four objective risk indicators that are
widely referenced by investors. These indicators provide broad, objective measures of
overall investment risk that consider company and industry-specific factors. As a result,
they provide a sound basis on which to compare the investment risks of the Non-Utility
Proxy Group to those of KPCo and the Utility Proxy Group.

WITNESS: William E Avera
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ZH:NCLES_C:::?:;S ot 27:”' 4:;, " '0:-‘?58 Allegheny Energy’s third-quarter overall recovery will likely be a slow pro-
ochangeersh)  10¥s.  S¥is,  lo2fg | SATDINES advanced 13% year over cess. As a result, demand will probably
Revenues .. 5% 50% | year. The company posted share earnings remain suppressed in the year ahead.
“Gash Flow" -1.0% - 45% of $0.59 for the period, excluding non- Infrastructure investments should
S?V'i'}é’ﬁis ng:f’ a5 aho% | recurring charges of nearly $38 million benefit the company down the road.
Book Value 5% 2ow 95% | ($19.3 million of pretax interest expense Management announced that it has in-
. QUARTERLY REVENUES (§ il " re_lat.:ed to a del?t tender offer and $1§.3 vested abouj: $_156 million over the past
eﬁg:';r Mar31 Jun3d Sep.0 Deedt \',::ar millien in hedging charges). Bottom-line two years in its West Virginia service
- - P. = ] growth was driven by improved perform- area. The funds have been geared toward
ggg;; gj?g gggg g;gg ;%3 3;1;(2);8 ance in AYE's delivery business, which upgrading the regions aging infrastrueture
2008 | 8750 9535 8496 7078 | asesgl earned $56 million, compared to the small (e, expanding existing service and
2009 | 9752 8147 7937 7664 3350 | loss posted during last year's third replacing old distribution equipment.) The
2010 | 950 950 990 800 | 3600 | quarter. The gain can be attributed to con- $156 million does not include AYE's ongo-
cal EARNINGS PER SHARE AF Ful _sxder;abl_e recovery of purchased power cost ing T)-AIL and PATH projects, which are
endar |Marat Jun3o Sep.30 Dec3t Veuar in Virginia and increased revenues from both moving along as scheduled.
2006 & m & 7 1 18 the companys transmission expansion The shares are ranked 4 (Below Aver-
2007 | 65 40 & 65 | oap| projects. That said, AYE continues to feel age) for Timeliness. Sluggish economic
2008 | 80 i % 40| 2% the adverse effects of poor macroeconomic activity has really hampered performance
2009 | 67 41 59 58| 225| conditions. On a year-over-year basis, total over the past 12 months, most notably in
2000 | 70 45 .60 .60 | 235| megawatt-hour sales retreated 4%, with the industrial segment. We believe these
cal. | QUARTERLY DIVIDENDS PAID B Full industrial revenues down nearly 9%. headwinds will likely persist in the year
endar |Mar31 Jun30 Sep.3D Dec.d1| Vear We }mve lovs_’ered our 2010 share- ahead, as wel]l, However, our outlook out
005 | — - ~| earnings estimate, reflecting AYE's to 2012-2014 is more favorable. We look
2006 | - o - o .. | struggling generation business. Recession- for the aforementioned infrastructure in-
2007 | -~ .. .. 15 15| ary pressures continue to weigh on this vestments to help bolster growth over the
2008 | 15 45 15 45 60| segment, resulting in a sharp decline in next 3 to 5 years. Appreciation potential
2009 | 15 45 15 plant output. Although some economic im- over this time is above average.
provement has been evident of late, an Michael Ratty November 27, 2009
(A) Diluted earnings. Exc). nonrecur. tems: ‘98, | 52¢ in '02;. Nexi egs. rpt. early Mar. (B) Divid | varies Rin allowed on eq.. 10.5%-11.90%; Company’s Financiai Strangth B++
d$2 .44 '99, dd8e; ‘00, 3¢; '01, d26¢; '02, susp'd Dec. '02. Reinstated Oct. '07. Div'ds earned on avg. com. eq. in '08; 14.0%. Reg Stoci()‘s Price Stabllity 80
50

d51.04; '03, d16¢; ‘04, d$2.46; ‘05, d4¢; '06,
6¢. Incl. 52¢ sestruct, chg in '96, 70¢ 'In *00,
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ALLETE NYSE-ALE PRICE 34.01 RATIO 16.1 (Hedlan:NHF P/E RATIO 0-95 o 5-2 o}

THELINESS 4 Lowedsots Lo | 808 37| 48| 33| 253 239 Range
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ks 000000000 1| %TOT.RETURN11/09 |8
Institutional Declsions 7 | | II 5?5"&‘.( “m“g“
by by ap 3| Peent 18 1 XTI TS L y 35 604 I
105l &1 &0 50 | \raded 5 3y -7 41
| Hdsioon) 17770 19395 19827 sy 20 23 [
ALLETE, in its curent configuration, began | 1999 | 2000 | 2001 {2002 | 2003 2004 | 2005 {2006 | 2007 {2008 | 2009 2010 | SVALUELINEPUB, IRCI 12-14
trading on September 21, 2004, the day .. . . - -] 2530 | 2450 | 2523 | 27.33 [ 2457 2070 20.80 {Reventes persh 2025
after it spun off its automotive services busi- . - . -1 267) 385] 414] 442| 423| 345 3.85 |“Cash Flow" persh 450
ness, ADESA (NYSE: KAR), to sharehold- .- . - <] 135] o248] 277) 308] 282| 190| 220 |EamingspershA 275
ers and effected a 1-for-3 reverse stock . -- .- .- - 30 125 145 84| 72| 176| 178 |DivdDecldpershBet]| 190
split. ALLETE shareholders received one B B - P12 | 185 | 337 | 682| 024 655 860 |CaplSpending persh 6.75
share of ADESA for each ALLETE share .- .- - 2123 | 2003 | 21.90 | 24.11] 2537 | 2535| 26.00 |Book Value persh® 2825
held. Data for the “old” ALLETE are not . - I . 20.70 | 3010 | 50.40 | 30.80 | 9260 | 35.00 | 36.50 [Common Shs OutsfgP | 4200
shown because they are not comparable. - - = <1722 79| 65| 18| 139 Godfglresare |Avg AnnTP/E Ratlo 2
CAPITAL STRUCTURE a8 of 9730109 . -1 o -] 13 95 89| 79| 85| Ve \Relslive PIE Rall %
Tota! Debt $645.7 mill. Dua In 5 Yrs $107.4 mill. - - - - 9% | 28% | 32% | 36% | 44% Avg Ann'l Div'd Vield 49%
(LLTT?neggff:az‘ w . Bx)mmmﬂmﬂ mifl . A o] msta vara | 7en8 | 8417] 8010] 725 760 |Revenues {$mill 855

My p .- n- .- --] 385] 680} 773 876| 825 600 750 |NetProfit ($mill) 105

Leases, Uncapitalized Antualrentals $6.3 mil T T T T s | 2B4% | 37 5% | BA8% | 343% | 34.0% | 35.0% |Income Tax Raia 0%
Penslon Assets-12/08 $273.7 mill. Obllg. $440.4 4 - 1.8% A% | 14% [ 6.6% | 58% ! 80%| 7.0% IAFUDC %o Net Profit 4.0%
mill . . - . 3B2% | 39.1% | 35.4% | 35.6% | 41.6% | 44.5% | 465% |Long-Term DebtRatlo | 49.0%
PId Stock Nono - - - 61.8% | 60.5% | 64.9% | 64.4% | 58.4% | 555% | 53.5% |Common Equity Ratlo 51.0%

. . - -- 110207 | 9906 | 10256 | 11535 14154 | 1595 1765 {Total Capital ($mill) 2325

Common Stock 34,891,615 shs. .- -- -- | 88311 8604 | 921.6 | 1104.5] 1387.3 | 1625 | 1875 |Net Plant (milf) 2325

-~ - .- <o 51% | BO% | BE% ! B6%| 67%| 50%] 55% [Retum on Tolal Cap'l 55%
- .. . .- ~ef B.1% | 11.3% | 11.6% | 11.8% | 10.0% | 7.0% | 80% jRetum on Shr. Equity 9.0%
. o . .- .- <o) 61% | 11.3% | 11.6% | 11.8% | 100% | 7.0% | 8.0% |Returnon ComEquity® | 9.0%

MARKET CAP: $12 blllion (Wid Cap) T T [ 4T | 5%% | 50% | 58% | 39% | Ni| 1.0% |RelanedtoComEq | 20%
ELECTRIC OPERATING STZ%BI(?TIC,‘,SW 2008 - - - - | 2% | B4% | 57% | S51% | 61% | 99% | 86% [ADIVdsto NetProf 75%
%Umﬂm&ks(m{) +1.1 +.3  +1.5 | BUSINESS: ALLETE, Inc. is the paren company ol Minnesola ation in Flosida Discontinued water-utifty ops. in '01. Spun off
Ay kst e NA  NA | power, which supplies electricity to 144,000 customers in north-  aulomolive remarketing ops. in '04. Generating sources, '08: coal &
W@& U 147‘15? 147'g% 1475 eastern Minn., and Superior Waler, Light & Power in northwestem  fignite, 65%; hydro, 4%; purchased, 31%. '08 depr. rate: 2.5%. Has
Peak Load, Wik 1586 1614 1582 | Wisc. Electric revenue mix, ‘08: taconlte mining/processing, 31%; 1,500 employees. Chalmman & CEO: Donald J. Shippar. President:
Aoveal Load Factor '] 80.0 800 800 | paperiwood products, 11%; other industrial, 2%; residential, 12%; Alan R. Hodnik. Inc.: MN, Address: 30 West Superior St, Duluth,

Ghange Customes {219 +1.3 413 -7 | commercial, 12%; wholesale, 23% other, 9%. Has real estale oper-  MN 55002-2093. Tel.: 218-278-5000. Inemal: www.allele.com.

Foed Chergo Cov, (%) 503 503 438 | ALLETE’s utility subsidiary has filed swing from a small profit last year to a $5
ANNUAL RATES Past Past Estd '06-08| & general rate case. Minnesota Power re- million loss (primarily from property
ofchangapersh) 10¥rs. SV 10120 | quested a tariff hike of $81 million (19%), taxes) in 2009. Finally, average shares
58;?{‘“":?3 " : o '?'g;’é’ based on a return of 11.5% on a common- outstanding are up because ALLETE is
Eamings .- .. .fow | equity ratio of 54.3%. An interim rate in- gradually issuing common equity to fi-
Dividends .- - 30% | crease (subject to refund) of $48.5 million nance its capital budget.

Book Value - - 30% | will take effect at the start of 2010. A final We estimate that the bottom line will

Cal. | QUARTERLYREVENUES($mil) | ruy | decision may well occur by the end of make a partial recovery in 2010. We
endar {Mar31 Jun, 30 Sep. 30 Dec.31| Year | 2010. assume that Mionesota Power receives in-
2006 11925 17863 1991 1972 | 767.1 | Minnesota Power received a final or- terim rate relief, and that the usage of
2007 12053 2233 2008 2123 | 8417 | der on the rate case it filed in 2008. power by the utility’s industrial customers
2008 {2134 1898 2017 1961 | 8010 | The decision provided for -an increase of rebounds somewhat after a decline in
2009 {1996 1647 1788 1819 | 725 | $20.4 million, effective on November 1st, 2009, Our share-net estimate is within
2010 |205 175 190 190 | 760 | based on a 10.74% return on a 54.79% ALLETE's targeted range of $2.05-$2.35.

Cal EARNINGS PER SHARE A Fuil | common-equity ratio. The order was disap- The hoard of directors usually consid-
endar |Mar.31 Jun. 30 Sep. 30 Dec.31| Year | pointing, given that it was below the $35 ers a dividend increase in January.

2006 £8 49 18 8 | 2771 million interim rate boost. In fact, refunds We continue to estimate a boost in the

2007 93 80 58 77 | 308] of previously collected revenues hurt share quarterly disbursement, but have cut our

2008 8 37 8 .78 | 282| net by $0.40 in the first nine months of forecast to an increase of just a half cent a
2000 | 55 20 49 .57 | 190| 2009 and will probably amount to another share. But we wouldn't rule out the possi-

00| .70 35 85 60| 2201 two or three cents in the fourth quarter. bility of no increase at all, given the high

cal- | QUARTERLYDIVIDENDSPAID®et | Fui | Earnings are headed way dowmn in payout ratio and the uncertainty about the
endar [Mar31 Jun30 Sep.30 Dec.31| Year | 2009. Besides the effects of the aforemen- pending rate case.

2005 | 30 315 315 315 | 125] tioned revenue refunds, ALLETE booked We don’t recommend this stock. The

2006 | 3625 3605 3625 3625 145 ] some wunusual (but not nonrecurring) gains yield is somewhat above the utility aver-

2007 | 41 41 4 A4 164 | in 2008, which made the year-to-year com- age, but 3- to 5-year total return potential

2008 | 43 43 43 43 | 172| parison tougher. Also, the company’s real is below the industry mean.

2009 | M M4 4 estate operation in Florida is likely to Paul E. Debbas, CFA  December 25, 2009
(A} Diluted EPS, Excl. nonrec. gain (loss): 04, { eamings report due mid-Feb. (B} Div'ds hislori- 1 In '08: $7.65/sh. (D} In mill. {E} Rate base: Comgang's Financlal Strangth A
2¢ net; '05, ($1.84); gain {losses) on discontin- | cally paid In early Mar., June, Sept., and Dec. = | Original cost deprec. Rate allowed on com. eq. | Stock's Price Stability 95
ued operations: ‘04, $2.57, '05, (16¢); '06, (2¢), | Div'd reinvestment plan avail. + Shareholder in- { in '09: 10 74%; eamed on avg. com. eq, '08: | Price Growth Perslstence 55
foss from accounting change: ‘04, 27¢. Next | vestment plan avail. (C) Incl. deferred charges. | 10.7%. Regulatory Climate: Average. ings Predictabllity 65
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Alliant Energy, formerly called Interstate En- | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 |2005 |2006 | 2007 | 2008 | 2009 | 2010 | ©VALUELINEPUB, INC| 12-14
ergy Corporation, was formed on April 21,1 2783 | 3044 | 3097 | 2826 | 2849 | 2656 | 28.02 | 2893 | 31.15| 3333 | 30.65| 3215 [Revenues persh 39.65
1998 through the merger of WPL Holdings, | 571{ 657 58| 452| 419| 463| 546| 433] 512| 45| 430| 480 |“Cash Flow” persh 6.55
IES Industries, and Interstate Power. WPL| 219( 247 242) 118| 157 185 221 206| 269 254 185| 225|Eamingspersh A 210
stockholders received one share of Inler-| 200 200 200| 200{ 100f 102| 105] 145| 1271 140 150| 1.60!D'dDecldpersh Bal 192
state Energy stock for each WPL share, [ES [ 605 | 1350 | 913 | 712 | 769 | 55 | 451 | 342 | 491| 796| 10.80] 540 |CapiSpendingpersh | 71.65
stockholders received 1.14 Interstate Ener-| 27.29| 2579 | 2139 | 19.89 | 2137 | 2213 | 2085 | 2289 | 2430 | 2556 | 27.05| 28.55 |Book Value persh © 31.05
qy shares for each IES share, and Interstate | "78.98 | 76.071 | 69.68 | 92.30 | 110.85 | 115.74 | 117.04 | 116.13 | 110.36 | 110.45 | 171.00 | 112,00 |Common Shs Outstg © | 116.00
Power stockholders received 1.11 Interstate | 1307] 118 | 126 19§ 127 140 126 168 151 134 | Bold fglras are |AVg ANR| PIE Batlo 130
Energy shares for each Interstate Power| 74| 77| 65| 109| 72| 74| 67| 8t} 80| 80| Vaeline |Relative P/E Ratlo 85
share. 70% | 69% | 66% | 85% | 50%| 39% | 38% | 33% | 34% | 41% | STPRT|aug Annl Divd Vield 48%
CAPITAL STRUCTURE as of 8/30/09 2198.0 | 24050 | 2777.3 | 2608.8 | 3128.2 | 29567 | 3279.6 | 33594 | 3437.6 | 36817 | 3400 | 3600 |Revenues {$mill) 4500
Totat Debt 52427 4 mill. Due In § Yrs §850 0 mil 1782 | 203.1 | 1948 | 113.1 | 1766 | 2205 | 337.8 | 2604 | 3208| 280.0| 205! 250 [Net Profit ($mil) 360
LT Debt $2155.0 mil  LTinterost $1350mil 035, |5 0% | 235% | 242% | 288% | 257% | 190% | 436% | 44.4% | 334% | 150% | 30.0% [Income Tox Rate 0%
(LT interest eamed: 3 3x) 4% | 43% | 57% | 68% | 11.7% | BA% | 30% | 31% | 24%| 88% | 60% | 6.0% |AFUDC%toNetProfit | 60%
Pension Assets-12/08 $565.9 mill Oblig. $896.4 | 396% | 47.0% | 547% | 564% | 44.8% | 450% | 410% | 314% | 324% | 36.0% | 400% | 39.0% [Long-TermDebtRatio | 37.5%
mill 574% | 50.2% | 42.7% | 39.2% | 50.0% | 50.2% | 53.1% | 62.9% | 61.9% | 58.6% | 55.5% | 56.5% |Common Equity Ratlo 58.5%
Pid Stock $243.8 mill. Pid Div'd $18.7 mill 3756.0 | 40614 | 44302 | 4679.1 | 47384 | 51047 | 45081 | 42184 | 43295 | 48156 | 5395 | 5645 | Total Capital (Smill) 6145
449,785 shs. $100 par; 8,199,460 shs §25 par 3660 | 3719.3 | 30628 | 37292 | 44326 | 52646 | 4B66.2 | 49449 | 46799 | 53505 | 6100 | 6300 |Net Plant {$mil) 7000
61% | 66% | 62% | Ai% | 57% | 61% | 89% | 75% | B6%| 70%| 55%! 6.0% |ReturnonTotal Cap) 7.5%
Common Stock 110,634.27 shs 79% | 94% | 06% | 55% | 68% | 82% | 126% | 90% | 110% | 9% | 65%| 7.5% [RelumonShr.Equlty | 9.5%
B0% | 96% | 98% | 58% | 67% | 82% |13.1% | 9.1% | 11.3% | 93% | 7.0% | 6.0% |Returnon Com Equity €| 10.0%
MARKET CAP: $24 billion (Mld Cap) J%Y 19% ) 16% | NMF ! 25% | 38% | 81% | 40% | 59% | 38% 5% | 1.5% |Retalned to Com Eq 3.5%
ELECTRIC OPERATING STATISTICS 9% | B1% | B5% | NMF| 67% | 58% | 42% | 59% | 50% | 62%| 80%| 79% |AlDiv'dsto NetProf 67%
< Change Reta Saes (OWH) 2010’9 :’;{010; 20102 BUSINESS: .Alliant Energy Corp., lormerly named Interstate Ener-  8%; other, 5%. Fuel sources, '08: coal, 54%; nuclear, 17%; gas,
Ay, M(M}\‘m 4180 4282 4386 | gy, is a holding company formed through the merger of WPL Hold_' 3%; wind, 3%; other, 23%. Fuel costs: 50% of revs. '08 deprec.
Avg. Idist Revs. {6 596 577 5.6 | ings, IES Industries, and Interstate Power. Supplies elect, (65% of rale: 3.3%. Est'd plant age: 11 yrs. Has 5,318 employees. Chalr-
iy af Poak | 4985 g90$ ggg5 tevs.), gas (19%), and other services {16%) in Wisconsin, fowa, man, president & chief executive officer: William D. Harvey. Inc.:
%%m’ ) 559283 57350 53/% Minnescta, & illinois. Elect. revs. by state: W, 48%: IA, 48%; MN, Wisconsin. Address: 4902 N. Blitmore Lane, Madison, Wi 53718.
%CWCW{WM e 18 +.1 | 3%. Elecl, rev.. resid., 35%; comm'l, 22%; ind’, 30%; wholesale, Telgphone: 608-458-3311. Internet: www alliantenergy.com.
Fae Charg Cov. {5 as0 416 aoo | Alliant Energy reported lower reve- we have lowered our bottom-line call by a
ANNUALRATES Past Past Eord oaos| Bues for the third quarter. The compa- nickel, to $1_.85, Results may improve in
dchangefpershi . 10¥rs.  5¥is, t'z-y4 | By has been operating in an unfavorable 2010, assuming a favorable rate case out-
Revenues 05% 15% 4.0% environment in recent times. Performance come (discussed below) and a resurgence
“CashFlow®  -10% .05%  60% | in the third quarter was hurt by cool sum- in the wind development market.
Eamings 3% I0% 40% | mer weather, along with Jower industrial The company is seeking higher rates.
Book Value 20% 30% 40% | and wholesale revenue due to economic IPL originally filed a request for an an-
car | CUARTERLY REVENUES § mi) Forl softness. Wisconsin Povx{er and Light nual ‘increase. of $171 million (17%), but
endar | Mardl Jund0 Sep.30 Decdi| Year (WPL) continues to experience weakness, has since rgwsed this request,‘a_nd is now
2006 | 9309 6068 8004 8413 | 3394 and the wind development business has seeking an increase of $14Q million (14%).
5007 | 9127 7452 o073 8714 | 34376 Yyeb to _benefit from existing or pending An interim hike of $84 million (8%) has
2008 | 9920 8274 9803 8820 | 36817 legislation intended to spur growth in re- been effective since March. The company’s
2000 | 0499 7423 8857 &22.1| 3dop | newable energy markets. On the bright focus on procuring rate relief is important,
2010 | 850 800 925 915 | 3600 | side, healthy results at Interstate Power as it depends on such approved revenue
cal- EARNINGS PER SHARE A Fall and Light (IPL) supported performance. increases to help its utilities cope with ris-
ender | Mer31 Jund0 Sep30 Dec3t| vear | Overall, share net came in at $0.77 for the ing costs and allow them to recover sizable
3006 T 3 35 [ aps] interim, well below the prior-year tally. In capital investments.
2007 % 43 105 65| 269| keeping with Value Line convention, our These shares carry our Lowest (5)
2008 | 6 4 99 45| 254 earnings presentation excludes an aftertax rank for Timeliness. But the stock earns
2009 0 84 77 44| 185 nonrecurring charge of $128.2 million high marks for Safety, Price Stability, and
2010 A 40 85 60| 225) ($1.16 per fsgage) related to the early Earning}s] }I:redictability. Moreover, we
, B retirement of debt. project higher revenues and share earn-
} eﬁﬂi} Mg?,g??ﬁ;g‘?gggg;”&g, 5:;1, The !)usiness ex}virqnment may well ings by 2012-2014. As a result, this issue
| 05 | 253 263 263 263 | 105 | Kemain challenging in the near term. has worthwhile risk-adjusted total return
; 2006 | 233 o888 088 | 115| We anticipate an unfavorable comparison potential, given its healthy dividend yield.
i 207 | 318 318 aie 18| 4o7]| for the fourth quarter. The company has Conservative, income-oriented investors
: 2008 | 35 35 35 a5 | 1do| reduced its 2009 share-net guidance from may find this issue attractive.
2008 | 375 375 375 875 $1.80-$2.00 to $1.75-$1.90. Consequently, Michael Napoli, CPA  December 25, 2009
m (A) Diluted EPS. Excl. nonrecur. galns (losses): | (B) Divids historically Jaaiq in mid-Feb., May, | (E) Rale base: Orlg. cost. Regul. Clim.: WI, comEany's Financlal Strength A
! ‘89, 32¢; '00, $2.56; ‘01, (28e); ‘03, net 24¢; ; Aug., and Nov. » Divid reinvest, plan avall | Above Avg.; 1A, Below Avg. Stock’s Price Stablily 100
‘04, (58¢); ‘05, ($1.05): '08, 83¢; '07, $1.09; | shareholder invest. plan avail (C) Incl. deferred Price Growth Parsistence 55
'08, 7¢. Next egs. rpt. due in February. chgs. in '08: $213.3 milt, §1.9%sh. (D} In mill. Enrnings Predictabliity - 75
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ANNUAL RATES  Past

* Past Est'd '06-'08

of change {persh} 10 Yrs. 5Ys.  t0"1214
Revenues 0%  45% 5%
“Cash Flow" 2.0% 15% Nil
Earnings 5%  -1.5% 1.0%
Dividends - - .- 65%
Book Value 35% 50% 25%
Cal- QUARTERLY REVENUES (5 mill) Full
endar [Mar31 Jun.30 Sep.d0 Decd1| Year
2006 11800 1550 1910 1620 6880.0
2007 (2013 1723 1997 1807 7546.0
2008 12081 1780 2060 1908 7839.0
2009 [1916 1684 1B15 1685 7100
2010 |2000 1800 2100 1800 7600

Cal- EARNINGS PER SHARE A Full
endar {Mar31 Jun30 Sep.30 Decdl| Vesr
2006 34 60 142 301 266
2007 59 89 118 52 | 298
2008 86 .98 87 27 288
2009 .86 7 104 281 275
2010 50 65 105 35 | 255
Cal- | QUARTERLY DIVIDENDSPAIDEet | gyt
endar |Mar31 Jun.30 Sep.30 Dec.31| Year
2005 635 635 635 .635] 254
2008 635 635 635  B35| 254
2007 83 63 635 635{ 254
2008 83 635 635 65| 254
2009 385 385 385 385

tions in Hlinois. The company’s three
electric and gas utilities in the state origi-
nally requested tariff increases totaling
$176 million for electricity and $43 million
for gas. The filings were based on returns
of 11.75%-12.25% on the electric side and
11.25%-11.6% on the gas side, on common
equity ratios ranging from 43.6%-48.7%.
But Ameren reduced the requested in-
creases to $126 million (electric), based on
ROEs of 11.8%-11.7%, and $19 million
(gas), based on ROEs of 10.8%-11.2%. The
utility is also seeking an electric rate rider
of $19 million for reliability spending. New
tariffs should take effect in May of 2010.

A rate case is pending in Missouri, as
well. Ameren is seeking a rate boost of
$402 million (18%), based on a return of
11.5% on a common-equity ratio of 47.4%.
The utility is also requesting an interim
rate increase of $37 million. New rates are
expected to go into effect in June of 2010.

The company’s utility operations are
underearning their allowed ROEs by
a wide margin. Combined, Ameren's al-
lowed ROE ig around 10.7%, but its utility
business is likely to earn an ROE of just

ltem No. 20
Page 7 of 23
] | RECENT 2 10 PE 11 4(Trailing: 10,3) RELATIVE 0 67 VD 5 50/ _
A NYSE-AEE PRICE 8. RATO 1 1ot \Median: 15.0/ | PERATIO VLU (YLD i /0
! igh: . ’ X | § X ¥ 2 X X .3 i
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TECHNICAL Ralsed 1211109 B by e e &0
——WBHA 40 00=ake) };’Sﬂiay;féa prior tecassion B4
201294 PR N, Latast recession bagan 1207 i I Sy, e T P A et 48
Ann'l Total - P B et RO WENES T L P I I R EEEEEE R
Price  Goln  Retum [t faretepbog 1Y [*da Ik, -
Hgh 45 (+80%) 16% [ I 7 Ui e BN T
Low 30 (+5%, 7% (2 PR 211 y - L 24
Insider Decislons : e 20
FHAMJIASO : s TS = 16
weyy 000000000 el 1 19
Ogos 00 DO0CG0OO0D0O
s 000000000 - %TOT.RETURN 11/09 |8
Institutional Decislons | ok e
000 A -
P v L . m o W7 wd
1o Se 184 137 1221 \aded 5 ] 11} sy 434 Ay [T
| Hids{oon) 17277 121636 135268 ihh) Syr. -85 223
1993 | 158411995 | 1996 | 1997 | 1998 19992000 | 2001 {2002 | 2003 | 2004 12005 {2006 | 2007 |2008 | 2009 [2010 | ©VALUELINE PUB, INC{ 12-14
20231 20131 2058| 22131 2424 | 2418| 2568 2840 | 3264 | 24931 2820 | 2643 | 3312 3330 | 3623 3692 2985 3225 |Revenuespersh 37.00
483 5131 514 512 4% 5361 53] 61 6331 528 620| 557] 610 602 676 | 644 595 580 |“Cash Flow" persh 6.50
carmy 3 205| 286 244! 282 281 331| 341 266 314 28| 313 266 298| 288 275] 255 Earningspersh A 3.00
234 240 248| 25| 254 254| 254 254| 254 254 254) 2541 254 | 284 | 254| 254 15| 1.54|DivdDecldpersh Bet| 170
261 agg| 305 318] 277 237| 436 677 799| 511 4191 413| 483 | 499 686 | 975 7.10 |~ 4.55 |Cap'l Spending per sh 6.25
21601 22001 2271 2306] 2200] 2227) 2252| 2330 2426} 2493 ] 2673 | 2971 | 31.08 ) 5186 3241 | 3280 | 3310} 34.00 |Book Value persh © 37.25
10593 | 10092 | 102,18 | 10212 | 137.02 | 18702 | 13722 | 13722 | 138.05 | 154.10 | 162.90 | 195.20 | 204.70 | 206.60 | 208,30 | 212.30 | 238.00 | 242.00 [Common Shs Oulst'g D | 252.00
1467 16} 126 138 1551 142] 135 110] 121 1581 135 1631 167 19.4 17471 142 | Bold fighres ere  [Avg Ann'l P/E Ratlo 120
86 76 84 86 89 74 a7 T2 .62 86 a1 86 .89 1.05 92 88 Valuelline Relative PIE Ratio 80
58% ] 69% ) 66%! 63%| 67% | 63%| 67% | 69% | 62% | 6.1% | 60% | 55% | 49% | 49% | 4% 62% Avg Ann'l Div'd Yietd 4.8%
CAPITAL STRUCTURE as of 9/30/09 3523.6 | 38558 | 4505.9 | 38410 | 4593.0 | 5160.0 | 6780.0 | 6880.0 | 75460 | 7836.0 | 7100 7800 |Revenues (Smilf) 9300
Total Debt §7884.0 mill. Dua In 5 Yrs $1730.0 mil. | 3978 | 460.8 | 481.0 | 3930 | 517.0 | §41.0 | 6280 | 547.0 | 6200 | 6150 | 645] 645 |Net Profit ($mil) 790
LLTT‘?"I"‘ 5?”';‘_"35 LT interost 84720 mil. (3975, 1 39.1% | 30.4% | 8.9% | 36.6% | 34.5% | 356% | 927% | 335% | 33.7% | 925% | 38.0% [income Tax Rale 5%
{eu;“egjejnggg;;,&éd*,{m rentals §3s20mi, | 36% | 20% | 43% | 28% | 19% | 18% | 20% | 7% | 8%| 46%| 10% | 10% |AFUDCloNetProft | 1.0%
Penslon Assels-12/08 52.39 bil, Obllg, $3.30 bil. | 424% | 444% | 44.2% | 460% | 47.% | 455% | A49% | 438% | 450% | 47.8% | 475% | 47.0% |Long-Term DebiRaflo | 45.0%
Ptd Stock $195.0 mitt. Ptd Div'd $10.0 mill. 53.5% | 51.8% | 52.2% | 51.4% | 50.6% | 52.6% | 53.3% | 54.6% | 53.4% | 50.8% | 51.0% | §1.5% |Common Equity Ratio 54.0%
1,137,595 shs, $3.50 t0 $7.64 cum. (no par), $100 57734 | 61769 | 6419.3 | 7468.0 | 86060 | 11036 | 11932 | 12063 | 12654 | 13712 | 15450 | 15875 |Total Capital (Smill 17400
e e 'g?gg‘“:?‘i al 10276 S110/SN | 71652 | 77057 | 04266 | 89140 | 10017 | 13297 | 13572 | 14286 | 16069 | 16567 | 17425 | 17700 |Net Plani Smil) 19400
a1 $102:61 107eh. 800,000 sho. 4.00% 10 6.605% | 525 | B9% | B7% | 65% | 74% | 60% | 65% | 57% | 62% | 57% | 55% | 55% [RelumonTolal Capll | 6.0%
$100 par, redeem. al $100-5103.50/sh. 120% | 13.7% | 134% | 97% [ 1014% | 90% | 95% | 81% | 90% | 86% | 75% | 7.5% |ReturnonShr. Equity 8.0%
Common Stack 236,921,011 shs. ag of 10130/09 125% | 14.3% | 14.0% | 89% | 1.6% | 9% | 97% | 81% | 92% | 87% | 75%| 7.5% {ReturnonComEquity E| 8.0%
MARKET CAP: $6.7 biillon {Large Cap) 12% | 34% | 36% 2% 1 22% 1 8% | L% | 2% | 13% ] 10%| 35%| 3.0% |Retalnedio ComEq 35%
ELECTRIC OPERATING STATISTICS 9% | TT% | To% | 98% | 81% | % | 8% | 7% B8% | B8B% | 55% | 59% Al Div'idsto Nel Prof 55%
Retal Saes WH) 2&02 ZOOZ 2910.8 BUSINESS: Ameren Corp. Is a holding company formed through '08: coal, 70%; nuclear, 9%; hydro, 2%; gas, 1%, purchased, 18%
vy Incist Use ) NA NA NA | the merger of Union Eleclric and CIPSCO. Acquired CILCORP  Fuel! costs: 45% of revenues. '08 reporied depreciation rates: 3%
A Indust Revs. ] 4.2 4.33  4.43 | 1/03; Winols Power 10/04. Has 1 2 million electric and 127,000 gas  4%. Has 9,500 employees. Chairman: Gary L. Rainwaler. President
waﬂgﬁm ) %%Hé %éégg "dﬁ customers in Missouri; 12 milion electric and 830,000 gas custom- & CEQ: Thomas R. Voss. Inc.: Missouri. Address: One Ameren
Agewe Load Feck | NA NA NA | ersin {linois. Eleqtnc revenue breakdown, '08: resiqen\ial, 32%; Plaza, 1901 Chouteau Avenue, P.O. Box 66149, St Louis, Missouri
xm@cmﬁzymj) NA NA NA | commercial, 24%; industrial, 8%; other, 36%. Generaling sources,  63166-6149. Tel.: 314-621.3222. Internel: www ameren.com.
Ficed Chime Cov. %) 315 aoe 206 | Ameren has revised its rate applica- 6%-7% in the year that is just ending.
Financing and operating costs are rising,

and the weak economy and a mild summer
have hurt kilowatt-hour sales.
We estimate that share earnings will
decline in 2010. Even though rate relief
should help raise profits from the regu-
lated utilities, unfavorable conditions in
the power markets suggest that income
from the nonregulated activities will
decline. We estimate that the decrease
from the nonregulated side will offset the
increase from the regulated side. Average
shares outstanding will be higher, too.
eren has taken steps to deal with
the tough operating environment. In
early 2009, the board of directors slashed
the annual dividend from $2.54 a share to
$1.54 a share. The company also cut its
2010-2013 capital budget. Finally, Ameren
took a pretax charge of $17.5 million in
the third quarter because it reduced the
employee headcount by nearly 300,
This untimely stock’s yield is some-
what above average for a utility. Total
return potential to 2012-2014 is about
average, by industry standards.
Paul E. Debbas, CFA December 25, 2009

{A) Diluted EPS, Excl. nonrecurring gain

{loss): '03, 11¢; ‘05, (11¢). Next earnings reporl
due mid-Feb. (B} Dividends historically paid in
late March, June, Sept., and Dec. » Dividend
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reinvestment plan available. T Shareholder in-
vestment plan available. (C) Incl. intangibles. in | '08: 10.65% elsclric, 10.68% gas; earned on
'08: $12.86/sh. (D) In millions. (E} Rate base:
Qriginal cost depreciated. Fale aliowed on

common equity in MO in '09: 10.76%; in IL. in

average com. eq., '08: 8.8%. Regulatory
Climate: MO, Average; IL, Below Average

Comﬁany's Financial Strength
Stock's Price Stabllity

Price Growth Persistence
Earnings Predictablitty
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American Eleclric Power acquired Central | 1999 {2000 {2001 | 2002 | 2003 {2004 {2005 | 2006 | 2007 {2008 | 2009 | 2010 | ©VALUELINEPUB, INC] 12-14
and South West Corporation (CSW) in| 3563 | 4253 | 19010 | 4296 | 3682 | 3551 | 3076 | 3182 | 33.41| 3556 2825 30.00 |Revenues persh 36.25
2000. CSW common stockholders received | 636 511{ 765! 699| 576| 689 595| 654 | 664| 662| 615 635 "CashFlow” persh 7.25
0.6 of an AEP common share for each of | 269| 104 327 286) 253 | 261| 284| 286 28| 299| 295 2.00|Eamingspersh A 350
their shares, for a total of $4.5 billion. The| =240| 240| 240 240| 165| 140 1d42| 150 | 158 164 164| 1.66|DivdDecldpersh®nt| 1.90
transaction was effected under pooling-of-{— 447 |~ 651 | 569 | 508 | 344 | 428 | 611 BBS | B83| 083 | 6.40| 475 ]|Caplspending persh 6.00
interests accounting rules. The data on this| 2579 | 2501 | 2554 | 2085 | 19.03 | 21.32 | 2308 | 2373 | 2517 2633 | 27.40| 28.75 |Book Value persh © .25
pa%e prior to 2000 do not reflect the addition [ 78450 | 32202 | 322.24 | 338.84 | 395.02 | 995.86 | 293,72 | 336.67 | 400.43 | 406.07 | 478.00 | 483,00 |Common Shs Oulstg © | 495.00
143 343 139 1127} 107 124 137 129 163 131 | Bold tighres are  {Avg Ann'} P/E Ratio 120
Tota! Debt $17605 mit. Due In § Yrs $5357 mill 62% | 67% | 53% | 66% | 61% | 43% | 39% | 41% | 34% | 42% Avg Ann't DIv'd Yield 45%
,LTP%%;W’%"‘“‘fwmge:j"'goff‘f}s?%%“zg"‘r‘ﬁ“m 69160 | 13694 | 61257 | 14555 | 14545 | 14087 | 12111 | 12622 | 13360 | 14440 | 13500 | 14500 |Revenues ($mill 18000
copialized leases ' 5320 | 3320 | 10630 | 9760 | 9840 | 10380 | 10360 | 11310 | 1147.0 | 12080 | 1370 | 1445 |Net Profit (Smil) . 1745
(LT Interest samed: 2.9%) 325% ser% 0% | 252% | 380% | 331% | 20.9% | 330% | 311% | 313% | 32.5% | 33.0% |Incoma Tax Rate 33.0%
1.9% .- -] 38% | 36% | 54% | 99% | 9.8% 1 99% | 12.0% | 12.0% [AFUDC % to Net Profit 11.0%
Leases, Uncapltalized Annual fentals $336 mill. 755719, 1 52! 9% | 546% | 560% | 606% | 562% | 54.8% | 56.1% | 58.9% | 59.1% | 535% | 54.0% |LongTerm DebtRatlo | 520%
Penglon Assets-12/08 $3.16 bil Oblg. $430bill | 4360, | 44.4% | 446% | 421% | 38.7% | 43.1% | 44.9% | 43.0% | 414% | 40.7% | 455% | 45.0% |Common Equity Ratlo | 48.0%
Pld Stock$61 mil.  P1d Divid §3 mil 11506 | 18151 | 18450 | 16393 | 20333 | 19564 | 20222 | 21902 | 24342 | 26230 | 26275 | 30225 |Total Capllal(Smll) | 4900
£07,044 shs. 4%+5%, cumulalive, callable 1 §102- | 13055 | 22393 | 24543 | 21684 | 22000 | 22801 | 24284 | 26781 | 20870 | 37987 | 34450 | 35125 |Net Plant (Smill 37300
$110. 66% | 36% | 75% | 75% | 66% | 70% | 66% | 67% | 63%| 62% | 65%| 65% |Relurnon Tolal Cap'l 7.0%
C:m'n;g;lzglloogcl‘477.55&455 shs. 103% [ 39% | 127% | 135% | 123% | 121% | 11.3% [ 119% | 113% | 112% | 10.5% | 10.5% |Return on Shr. Equity 10.5%
a0 . 104% | 3.7% | 12.8% [ 137% | 124% | 12.2% | 11.3% [ 12.0% | 11.4% | 113% | 10.5% | 10.5% [Relurn on Com Equity B! 10.5%
MARKET CAP: $17 billion (Large Cap) T1% | NMF| 34% | 24% | 45% | 57% | 52% | 67% | 51% | 51% | 50%| 45% |Retainedfo Com Eq 50%
ELECTRIC OPERATING s;‘:,?é“"fw oop |_BTh | NMF| 7a% | &% % | 54% | 54% | 53% | 55% | 55% | 53% | 55% AN Div'ds to Net Prof 54%
% Rt Sales (KWH) -6 +5.3 -1 | BUSINESS: American Eleclric Power Company, Inc. (AEP), Holdings (Brilish utilily) '01; sold SEEBOARD (British utility) '02;
Ay ] Use NA  NA  NA | {hrough 10 operating utilities, serves about 5.2 million customers in  sold Houston Pipefine '05. Generating sources nol avallable. Fugl
m&g@ U 462 4,\?2 5,\?5 Arkansas, Kenlucky, Indiana, Louisiana, Michigan, Ohio, Oklaho-  cosls: 40% of revenues. '08 depreciation rate: 3.0%. Has 21,700
PeakLoad ) NA NA | ma, Tennessee, Texas, Virginia, and West Virginia. Electric reve-  employees. Chairman, President & CEO: Michael G. Mords. In-
Aovusal Load Fadior [%) NA NA NA | nue breakdown, '08: residenlial, 31%; commercial, 23%; indusirial, corporated: New York. Addjess: 1 Riverside Plaza, Columbus, Ohio
% Change Cushomers (yrend) +12 46 NA | 0% wholesals, 20%; other, 4%. Sold 50% stake in Yorkshire  43215-2373. Telephone: 614-716-1000. Internist: www.aep.com.
Fized Charge Cov. [} 265 250 244 | We estimate that American Electric on a 10.25% return on equity), and much
ANNUAL RATES Past Past Estd'06-08| Power’s earnings will decline slightly bigger rate cases are pending in Virginia
olchangafpersh)  10Yrs.  5Y¥rs,  to'12’14 | in the year that is just ending. Al- and Texas. On the other hand, higher op-
ﬁg;’g{“%elgw,, g:f - 80:{" 1’ gz’ though some of AEP's utility subsidiaries erating and maintenance costs and anoth-
Eamings 5% " 3p% | benefited from rate increases, some nega- er increase in average shares outstanding
Dividends 40% -60% 30% | tive factors outweighed this positive one. should hold back the bottom-line increase.
Book Value -~ 25% 50% | The state of the ecomomy and unusually We are sticking with our 2010 estimate,
Cal- | CQUARTERLY REVENUES (Smill) Fuit | mild summer weather conditions hurt the which is at the midpoint of AEP’s guidance
endar {Mar31 Jun.30 Sep.30 D Year | company’s retail electric sales. AEP's of $2.80-$3.20. The board of directors
2006 | 3108 2936 3504 2934 12622 | wholesale power business was much less hasn't raised the dividend since 2007, but
2007 | 3169 3146 3789 3276 {13380 | profitable than a year earlier, as both we tentatively estimate an increase in late
2008 | 467 3546 4191 3236 |14440 | prices and volume declined. Too, interest 2010. AEP’s targeted payout ratio is 50%-
2009 | 3458 3202 3547 3293 113500 | expense and average shares outstanding 60%, which seems achievable.
2010 | 3500 3500 4000 3500 }14500 | were higher. Our 2009 share-earnings esti- Transmission projects in the Mldwest
Cal- EARNINGS PER SHARE A Ful | mate, which we raised by a nickel due to a should enhance the company’s earn-
endar |Mar31 Jun30 Sep30 Decdi| Yoar | better-than-expected third-quarter tally, is ing power in the next decade. AEP has
2006 | 9 44 101 45 | 28| within the company’s targeted range of partners in each of five projects, which are
2007 | 68 64 102 52 | 286| $2.90-$3.05. Meanwhile, the stock is expected to be completed in the 2013-2015
2008 {102 70 -93 341 299 ranked 3 (Average) for Timeliness. time frame. The company’s share of the
2009 | 89 68 9 45| 295 We expect share profits in 2010 to re- projects is estimated to total $1.75 billion.
00| 0 70 95 45| 300 turn to the 2008 level. It seems that the AEP will be allowed to earn very attrac-
Cal- | QUARTERLY DIVIDENDSPAIDBat | gyt | economy will be in better shape, and we tive ROEs (over 12%) on most of this in-
endar |Mar31 Jun30 Sepd0 Decdt| Yesr | assume a return to normal weather pat- vestment. Several other transmission
2005 | 35 35 35 47 1421 terns, AEP’s utilities should also benefit projects are under consideration, as well.
006 | 37 3 37 39 150 | from an anticipated $317 million of rate Compared with other utllltles, this
2000 1.3 3 3 4 158 | relief. The company has reached a settle- stock’s yield and 3- to S-year total re-
2008 | 41 41 41 4 164 | ment of its rate case in Arkansas (where it furn potential are about average. -
2009 41 A1 41 41 received a $17.8 million tariff hike, based Paul E. Debbas, CFA December 25, 2009
A) Excl. nonrec. gains (losses): ‘01, (26¢);°02, | 7¢; 06, 2¢; '08, 3¢; '09, (1¢). Nex! eamings | plan avail. (C) incl. intang In '08: $16.68/sh. Comﬁanysﬂnanclul Strength B+
?sa 86) '03, ($1 92) '04, 24¢; '05, (62¢); '06, | report due late Jan, (B) Divids historically paid | (D) In mill. (E) Rate base: various. Rales al- | Stock's Price Stability 100
sarly Mar, June, Sepl, & Dec. ® Div'd rein- | lowed on com. eq: 9.96%-15.7%;, earned on | Price Growth Persistence 35
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ANNUAL RATES  Past

Past Est'd '06-'08

of change {persh) 10 Yrs. 5Yrs.  fo'12'14
Revenues 0%  25% 4.0%
“Cash Flow" 3.5% 9.0% 4.0%
Earnings 70% 135%  35%
Dividends 1.5% - - 4.0%
Book Value 6.0% 14.5% 7.0%
Cal- | QUARTERLY REVENUES {$ mill} Eull
endar {Mar.31 Jun.30 Sep.30 Dec.3!| Year
2006 | 2751 3001 3802 3068 |12622
2007 2912 3047 3942 3212 13113
2008 3113 3477 4295 3227 14112
2009 {2812 2834 3664 2840 | 12150
2010 | 3100 3200 3800 3300 | 13500
Cal- EARNINGS PERSHARE A Full
ender {Mar31 Jun.30 Sep.30 Dec.31| Yesr
2006 56 53 139 80 | 328
2007 | 100 28 140 65 | 332
2008 92 J9 13 86 | 368
2009 78 78 1.08 46 | 310
2010 .80 J5 120 S0 | 325
Cal- | QUARTERLY DIVIDENDS PAID 8t | Funt
ender |Mar3) Jun30 Sep.30 Dec.3j| Yeor
2006 | 27 21 27 27 1.08
2007 {29 29 28 29 1.16
2008 | 305 305 305 305 122
2009 | 31 3 31 31 1.24
2010 | 315

should advance moderately in 2010.
We expect the regulated utility operations
to provide the profit growth. Southern Cal-
ifornia Edison’s earning power increases
each year as the utility’s rate base ex-
pands. In 2009, SCE’s rate base rose by
more than $2 billion from $12.6 billion at
the end of 2008, and, based on the utility’s
capital spending plans, its vate base is
likely to rise by more than $1 billion this
year, to ag much as $16.1 billion. Our 2010
share-earnings estimate of $3.25 would
produce a 5% bottom-line increase over the
estimated 2009 tally. Edison has not yet
provided earnings guidance for 2010, but
expects to do so when it reports fourth-
quarter results in early March.
SCE has some large transmission
projects in various stages of develop-
ment. The California commission ap-
roved the last eight of 11 segments of a
2 billion transmission line that should be-
gin operating in 2014. Some permits are
still needed before SCE can break ground
on these eight segments, however. The
utility has roughly $8 billion of additional
transmission projects planned in its five-
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Institutional Declsions RN ms oW n‘uma}“
@0 20205 502009 . . i STOCK
wBy 185 208 182 | hoet 3D . ) FLR N [ 11T ty 125 608 [
fo Sell 200 174 172 | traded 5 I P manm Hjl RRHITIARRR T I 3yr -163 19 [
HITg{i0) 243729 246061 242860 1 i HIIHH i [ LEETES ALy Sy. 250 259
1693 [ 1994 | 1095 | 1996 | 1997 | 1998 ] 1999 | 2000 | 2001 | 2002 [2003 | 2004 [2005 | 2006 [ 2007 | 2008 | 2009 | 2010 | ©SVALUELINEPUB, INC 12-14
17471 1864] 1805 2013] 2458| 2912 2785| 3596 3510 | 3526 | 3725 3130} 3638 3874 | 4025 | 4331, 3730 41.45 |Revenues persh 52.25
363 367) 395! 445] 549 665 720| ds2| 435) 479 588 | 79| 693 725 760| 808| 790; 4.20 “CashFlow"persh 8.75
1871 156| 1.66 164 175 186] 203| d5.84 130 182 238 69| 334 828| 332| 368 310 3.25|Eamingspersh A 4.25
142] 11t 1.00( 100] 100 1.04 1.08 83 .- . . 80 102 1.10 1981 1237 125) 1.28 Div'd Decl'd per sh Bmi] 150
281 2541 218 175] 208 2.75 3.55 457 2.86 488 3.95 532 573 778 867 B67| 1340 15.05 [Cap'l Spending per sh 14.25
13311 1372 14341 1507 1471 | 1455] 1501 7431 1004 | 1362} 1652 | 1857 1 2030 | 23.66 | 2592 2921 3020 32.05 |BookValue persh © 33.50
TATE0 | 447.80 | 44361 | 42452 | 315.16 | 350.55 | 347.21 | 325.81 | 32581 | 30581 | 32581 | 32581 ; 32581 | 32581 | 32581 | 325.81 | 325.87 | 325,87 {Common Shs Outst'g O] 325.81
148 97} 100 1087 137 15.1 128 -1 100 78 70 NMFTOT7 130 60 124 10.2 Avg Anr’l P/E Ratio 120
87 64 67 58 79 9 4 .- 51 43 401 NMF | 62 70 85 76 85 Relative P/E Ratio .80
6% 74%| 60%| 57%| 42% ) 87%| 41% | 39% R se ] 3% 1 26% | 26% ¢ 22% ) 27%) 40% Avg Ann'i Div'd Yield 0%
CAPITAL STHUCTUBE as of 9/30/09 ’ 96700 | 11717 | 11436 | 11488 | 12135 | 10199 | 19852 | 12622 ; 13113 | 14112 | 12150 | 13500 |Revenues ($mill) 17000
Total Debt $11375 mill. Duein 5 Yrs $19400mil | 7758 |. 1982 | 536.1 | 644.0 | 7380 | 220.0 | 1132.0 | 11340 | 11510 | 1266.0 | 1750 | 1200 |Net Profit ($mill 1570
LT Debt $10448 mil, 5x)LT Interest SE53.0 il o7 U TNME | 37.8% | 224% | -~ | 60% | 314% | 27.3% | 30.7% | 30.0% | 29.5% [Income Tax Rate 0%
L e Unoapitalized Annual rentals $1.69 bil e AT | 104% ) 40% | 51% | 82% | 89% | 10.0% | 10.0% AFUDC%loNetProfit | 7.0%
Pension Assets+12/08 $2.34 bil, 66.1% | 75.6% | 73.9% | 66.6% | 68.1% | 605% |546% | 513% | 49.1% | 512% | 51.5% | 62.0% [Long-Term Debt Ratle | 51.0%
. Oblig. $3.44 bifl. | 26.7% | 15.0% 18.9% | 25.6% | 31.1% | 37.8% { 40.9% | 43.5% | 46.0% | 44.5% | 44.5% | 44.0% |Common Equity Ratio 46.0%
gfgugtgg $'?074% g;/lh‘o Tgagiv;dzg%o m!g~ 20361 | 16080 | 17279 | 17352 | 17299 | 15995 | 16167 | 17725 | 18375 | 21374 | 22150 | 23725 |Total CapRal {$mil) 26000
800,198 shs. 4.08% to 4,74, 325 par, cal 73310 | 7819.0 | 8013.0 | 8247.0 | 12587 | 13475 | 14460 | 15913 | 17403 | 18968 | 21775 | 25075 |Net Plant ($mill 33700
D o o 8000000 shs 534510 TGt | NWF | 66% | 67 | 72k | 42% | 94% | B5% | 83| T4%| 70%| 65% [ReumonTolCapl | 75%
Commion Stock 325,811,206 shs 3% | NMF | 116% | 10.4% | 134% | 35% | 154% | 131% | 123% | 121% | 10.0% | 10.0% [Retunon Shr.Equty | 11.0%
as of 11/3/09 136% | NMF | 13.6% | 11.9% | 13.6% | 5% [ 16.7% | 14.0% i 13.0% | 12.8% | 10.5% | 10.0% [Returnon Com Equity E | 11.0%
MARKET CAP: $13 billlon (Large Cap) 4% | NMF | 136% | 11.0% | 136% | NMF | 122% | 10.1% ; 92% | 86% | 6.0% | 6.4% |RetainedtoComEq 75%
ELECTRIC OPERATING STATISTICS 57% | NMF| 17% 1 18% 1% ¢ 121% | 29%1 3% l 3% | 3% 1 40% | 39% jAll Div'ds fo Net Prof %
5, Change Rela Saks (KR 2+0203 203;’ 2&0? BUSINESS: Edison Inlernational {formerly SCECorm) is a holding  clal, 42%; industrial, 7%; olher, 13%. Generating sources, '08:
A LUse(M\M-’Iz { 704 711 | company for Southern California Edison (SCE), which supplies nuclear, 19%:; gas, 8%; coal, 6%; hydro, 3%; purchased, 64%. Fuel
Avg. Indhst, Hevs,mr WH g} 7.18 686 688 | electricily lo 4.9 milion cuslomers in a 50,000 sq. mi. area in cen-  cosls: 42% of ravs. '08 reported deprec. rale (ulility): 4.3%. Has
g@m@’gw( onen 233%'3 220";_% tral, coastal, and southem Cafiluinia {excl. Los Angeles and San 18,300 employees. Chaimman, President & CEO: Theodore F.
Nmualmédg;hm. ) 507 522 556 Diego). Edison Mission Group {EMG} is an independent power pro-  Craver, Jr. Inc.: CA. Address: 2244 Walnut Grove Ave., Rosemead,
‘;;Chm\geCusiﬂnwé)yreM) +1.5 +8 +.3 | ducer. Electric revenue breakdown, '08: residential, 38%; commer-  CA 81770, Tel: 626-302-2222. Internet: www edison com.
Fied Charge Cor, (%) 266 278 298 | Bdison International’s earnings year (2009-2013) capital forecast.

The future of Edison Mission Energy
(EME) is in question. This subsidiary is
profitable, but its income declined sharply
in 2009 because conditions in the power
markets were much less favorable than in
2008. More significantlyy, EME is still
trying to determine the most cost-effective
way to make needed environmental up-
grades at its coal-fired plants. Shutting
down these facilities is poasible if the com-
pany cannot find a cost-effective way to at-
tain environmental compliance.

The board of directors raised the divi-
dend in late 2009, The increase was mod-
est, just hdlf of a cent a share (1.6%).
Edison’s payout ratio is low, by utility
standards, because a portion of its profits
comes from its generally less stable non-
regulated operations.

This stock’s yield is low, by utility
standards. It is roughly one percentage
point below the industry average. Al-
though total return potential to 2012-2014
is above the utility norm, the uncertainty
surrounding EME makes our projections

fairly tentative.
Paul E. Debbas, CFA February 5, 2010

{A) Dilisted EPS. Excl. nonrecur. gains (losses): | $1.88. ‘07 EPS don't add due lo rounding. Next | avail. (C) ncl. def'd chgs. In '08: $18.62/sh
01, $1.88, '02, $1.48; '03, (12¢}; '04, $2.12; | egs. report due early Mar. (B) Div'ds historical- [ {D) In mill. (E) Rale base: net orig. cost. Rate
'09, {70¢) net; losses from disc. ops:: '07, 1¢; | ly paid late Jan., Apr., July & Oct. = Divid rein- | alfd on com. eq. in '08: 11.5%: earned on avy
'09, 1¢. Incl. nonrecur. losses: '00, $7.58; *01, | vest. plan avail. 1 Shareholder invest. plan | com. eq, ‘08: 13.3%. Regul. Clim.: Above Avg
©'2010, Valua Ling Publishing, Jhe, All fights reserved. Factual material s obtained lrom Sources befieved 1o be reliable and is provided without wartantios of any kind,
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Institutional Declsions “ THIS  VLARATH,

LU0 20| parcent 15 i i i} ; 1y ras dee F
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FirsiEnergy was formed through the affilia- | 1999 ;2000 | 2001 | 2002 [2003 | 2004 | 2005 [2006 2007 | 2008 | 2009 | 2010 | ©VALUE LINEPUB. WiC] 1214
tion of Ohio Edison Company and Cenferior | 27.19 | 3131 | 2688 | 4083 | 37.31] 3776 | 3635 | 3603 | 4200 4470 4200] 4100 Revenues per sh 52.50
Energy in November of 1997. Ohio Edison| 689 | 728| 548) 645] 479 760| 755| 7o2) 834] 904! 90| 800 |"Cash Flow” per sh 10.50
stockholders received one share of First-] 250 268 284| 254) 147] 277 284 | 382( 422! 438 330( 225 Earnings per sh A 500
Energy for every Ohio Edison share, and| 150 150) 150} 50| 150) 191] 171] 145! 205| 220] 220] 220 Div'd Decfd persh Br | 260
Centerior stockholders received .52 of a {265 274 | 286 | 335| 260 257 | 366 41| 5351 9471 545 540 Cap'l Spending pat sh 550 |
FirstEnergy share for each Centerior share, | 19.60 | 2072 | 2485 | 2392 | 2543 | 2504 | 2786 | 2830 | 2945 2747 | 2825| 2930 Baok Value per sh © 35.75
In November of 2001, FirstEnergy acquired | 75245 | 22453 | 297.64 | 297.64 | 320,64 | 390,84 | 320,64 | 370.01 | 904.64 | 50469 | 0484 | J04.8 Common Shs Oulst D | 304.89
GPU. GPU holders received $40 in cash or T3 | 92 105 130 25| AT| 161 183 | 1861 158 Bold fighros ara | Avgg Anivl PJE Ratl 135
stock for each GPU share, B4] 60 B6| 71| 18} 4| 86| 7 83| 93| |Valueline |Rolative P/E Ratlo 0
CAPITAL STRUCTURE 25 of 6/30/09 58%; BA% | 48% | 46% | AS% | %% | 37% | 34% ) 31% 1 32% | MV DaganyiDivdYield | 3.8%
Total Debt §14780 mill Due In 5 Yrs $7375.0 mill | 63196 | 70290 | 7999.4 | 12152 | 12307 | 12453 | 11989 | 11501 | 12602 | 13627 | 12800 | 12500 Revenues {$mill 16000
LTDebl§10399 mill LT Interest $S98.0mil. | 6495 | 5617 | 7270 | 82765 | 4908 | 9326 | 9510 | 12650 | 13090 | 13420 | fo10| 9% Net Profit ($mil) 1565
s oyis2s par) Cumulalve manda: I o T 3 3% | 5% | 116% | 0% [ 4275 | 42.1% | 386% | 403% | 36 7% | 3a0% | 40.0% lincome Tax Rt @
torily redeemable preferred securities. -Jio P e | A vte AT | el | Gt | 0% | 40.5% ¢ 36.7% | 3807 % lincame Tax Rate 0%
{LT interest eamed: 4.0x) 2% ] 41% 1 A% 30% | B5% | 27% | 20% | 21% | 24% ! 39% | 12.0% | 9.0% |AFUDC % to Net Profit 3.0%

52.3% | 52.3% | 60.1% | 602% | 53.9% | 528% | 46.5% | 4B 6% | 497% | 52.4% | 53.5% | 53.5% Long-Term Debt Ratlo 52.5%

Leases, Uncapltalized Annual rentals $203.0 mill. | 398 | 41.5% | 87.0% | 38.0% | 45.0% | 45.4% | 524% | 51.4% | 50.3% | 47.7% | 45.5% 46.5% |Common Equity Ratlo | 47.5%
Pension Assels-12/08 $4.75 bil. Obllg. $4.70 bil. I=yi270 1711205 | 19907 | 16756 | 18414 | 18938 | 17527 | 1570 | 17eda | 17583 1 Jasoq | 19275 Total CapHa! {Smilf 22506
Ptd Stack None 90933 { 76751 | 12428 | 12680 3 13269 | 13478 | 13958 | 14667 | 15383 | 17723 | 17775 18025 |Net Plant (Smili} 18300

78% | 19% | 49% | 63% | 46% | 65% | 7.4% | 90% | 90% | 94% | 70% ] 6.5% Return on Tolal Cap'l 85%

Common Stock 304,835,407 shs. 11.8% | 124% | 92% { 111% | 57% | 10.4% | 10.1% | 14.0% | 14.6% | 16.9% | 11.5% YT.G%FUTDDH Shr. Equity 145%
as of 8319 12.5% | 129% | 88% | 105% | 54% | 106% | 10.2% | 139% | 14.6% | 16.2% | 17.6% | 11.0% [Returnon Com Equity €| 145%
MARKET CAP: $13 billlon (Large Cap) 50%; 57% | 43% | 43% | NMF | 49% | 42% | 74% | 77% | 81% | 40%| 35% Retained to Com Eq 7.0%

ELECTRIC OPERATING STATISTICS 65% | 60% | 56% | 63% | 101% [ 55% | 59% | 47% 47% | 50% | 67% | 68% [All Dlv'ds to Net Prof 51%
8 Relad Sales (KWH) i%“? 24,0205 2"3"3 BUSINESS: FirslEnergy Corp. is a holding company for Ohio  Generaling sources: coal, 44%; nuclear, 26%; purchased, 30%
Am Use (MY NMF  NMF  NMF | Edison, Pennsylvania Power, Cleveland Elecric, Toledo Edison, Fuel costs: 41% of ravenues. '08 reporied deprec. rales: 2.3%-
AV@WS‘LRM-W {e) NA  NA m Metropolitan Edison, Penelec, and Jersay Gentral Power & Lighl  4.7%. Has 14,700 employees. Ghairman: George M. Smart, Presi
g:mag,lmr RM ﬁﬁ ﬁﬁ NA | Provides eleciric service to 4.5 million customers in Ohio (58% of dent & CEO: Anthony J. Alexander. COO: Richard R, Grigg. Inc.:

w;m(s;, NA NA - NA | revenues), New Jersay (22%) and Pennsylvania (20%). Eleciric  Ohio. Address: 76 South Main-Street, Akron, Ohio 44308-1890.
%;Chy\qec‘smtseymd) +5  +1.0 +2 | revenue breakdown by cuslomer class nol provided by company.  Tel; B00-736-3402. Inlemet: www firstenergycorp.com,

Fired Charge G, (3] 355 363 366 | We have reduced our 2009 share- than we had expected three months ago.
ANNUALRATES Pasl  Past Estd'06-05| earnings estimate for FirstEnergy. We believe that volume as well as margins
ofchange(persh)  10Yrs.  5Yms.  to't2't4 | Third-quarter profits were well below our will be affected. The state of the economy
Revenues 85% 30%  40% | estimate due to an unusually mild sum- in the company’s service area is worri-
ng;’r"‘:s"’w b0 12-‘%7: ‘:’;ggg mer (which hurt the company’s nonregu- some, as well, FirstEnergy plans to pro-
Dividelgds 30% 65% 40% | lated generating business as well as its vide 2010 guidance at an analyst meeting
Baok Value 50% 30% 40% gegulated distnilbution{ opegations) and a iFr‘:early Decembler.

i m 0.30-a-share charge for the early retire- FirstEnergy plans to complete an un-
eﬁsﬁ,, Mg“ﬁ“ﬁﬁﬁg%“gggé%“ge?m ;:;Ir ment of debt. Even before we cut our esti- finished gas-fired plant. Last year, it
2006 (2705 2751 3365 2680 113501 | mate, earnings were headed down. This bought the plant for $253.6 mi]hop from a
2007 {2973 3108 3641 3079 [12802 | year, the company’s customers in Ohio company that had spent $300 million on
2008 (3277 3245 304 3201 (13627 { made the tramsition to wmarket-based construction. As of September, First-
2009 (3334 3017 3408 9041 (12800 | prices for the generation portion of their Energy had spent an additional $64 mil-
2010 (3000 3000 3500 3000 (12500 | power. The timing of the transition was lion on the facility, and expects to spend
cal. EARNINGS PER SHARE A Full | fortuitous for customers (and came at the sn additional $180 million to complete it
endar |Mar31 Jund0 Sepd0 Dec.di| Yesr | expense of the company) because it oc- by the end of 2010. The unit will provide
006 | 67 93 140 &4 | 382| curred when market prices were low. 707 megawatts of capacity.

2007 | 92 130 134 87 | 422| Thus, even though the prices that were de- Untimely FirstEnergy stock offers a

2008 0 85 154 0 109 | 438| termined in an auction were higher than dividend yield that is fractionally

2009 | 94 84 77 .75 3.30| what customers were paying before the above the industry average. That’s a

010 | 70 70 15 .70 | 325| change, they weren't high enough to offset reflection of the conipany’s bottom-line

Cal- | QUARTERLYDWIDENDSPAIDBw | gy | the revenues that were lost when a transi- weakness and lack of near-term dividend
endar {Mar31 Jun30 Sep.30 Dec.3t] Year | tion charge on customers’ bills ended. . growth, Assuming that conditions in the

2005 | 4125 425 4195 43 | 167 We have lowered our 2019 profit esti- power markets improve in the next 3 to 5

2006 | 45 45 45 45 | 1gp| mate by $0.25 a share, to $3.25. Some of years, this should result in a total return

2007 | 50 50 50 50 | 200 the output expected from the company’s for FirstEnergy that is superior to those of

2008 | 5 55 55 55| 220{ plants is still not hedged for 2010, and most utilities.

2009 | 5 55 55 conditions in the power markets are worse Paul E. Debbas, CFA  November 27, 2009
(A) Dil. EPS Excl. nonrec. losses: ‘04, 11¢; | egs. teporl due late Feb. {B) Div'ds paid early | orig. cost Rale aifid on com. eq. in NJ in '05: | Company's Flnanclal Strength A
‘05, 28¢; '09, 3¢ nel; gain (loss) from disc. lfa - June, Sept. & Dec. Five divids decl. in | 9.75%; in PAin '07: 10.1%; in OH in '09: 10%- | Stock’s Price Stablilty 95
ops.: '03, (33¢); '05, 5¢. ‘06 & 07 EPS don' | '04. . ed., ‘08: 14.7%. { Price Growth Porsistence 85

add due to change in shs. of rounding. Next | '08: $28.59/sh. (D
© 2009, Valup Line Publishing, Inc. AU

e Div'd reiny. plan avall. (C) Inct intang : In | 11%; eamn. on avg. com
yin mill. {E) Rale base: Depr. | Regul. Climate: OH, Above

s raserved. Faclual malerial is obtained from sources bolievad lo ba rafiable and is piovided withoul warmnliss of any kind
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CAPITAL STRUCTURE as of 8/30/09

Total Debt $2528.2 mill. Due In 5 Yrs §708.0 mill 151.3
LY Debt $1930.8 mill. LT Interest $125.5 mill. 37 5%
{LT interest eared: 3 6x) ' -

¥

i .
i1 Yy
Wi ayr

il I syr. 678
2005 12006 | 2007 | 2008 {2009 | 2010 | ©VALUELINE PUB, INC
65.65 { 4392 41.37 | 4354 2785 30.75 Revenues persh
389 ( 4471 479| 480 515| 570)“Cash Flow" parsh
183 | 245| 264( 249 2501 280 Esmingspersh A
193] 134 137] 140] 143] 145|DidDecldpersh®at
330 53| 6.08| 802] 90| 650 |CaptSpending per sh
1519 | 1759 | 1831 | 2029{ 21.40| 22.75 |Book Valuspersh ©
9060 | 91.20 | 9180[ 93501 97.00| 9750 {Common Shs Oulstg ©
1491 1377 138 124 Botd Aglres srs jAvg Ann'I PE Fatlo
79 " n q7| Velslns  inelstive P/E Ratio
a9% | 40% | 8% | 45% | U™ lavg AnmiDivd Yield
$948.2 | 40056 | 37976 ) 40707 | 2700 ) 3000 |Revenues ($mil))
1669 | 226.1 | 244.2) 2314 240 275 | Net Profit {$mill)
30.2% | 34.8% | 323% | 304% | 31.5% | 31.0% |income Tax Rate
1.3% | 3.8% 1.6% | 1.7% | 10.0% | 7.0% JAFUDC % to Net Profit

-

i
il
2004
5474
an
178
133
302
14.98
50.00
1
74
5.3%

49266
157.8
34.5%
1.1%

fo Bu{
10 Shl
Hids{oe) 47108

1993[1994
1704|1679
287] 307
139 151

; w1

| T58] 187
1y 114
80.69| 8071

28] 113
.76

PXT]
75
6.50
325
150
375 |
2800
703,00
5
75
42%

3800
3%
30.0%
3.0%

2003
4324
365
1.73
133
207
13.75
87.40
118
67
6.5%

37780
141.8
35.4%
A%

143
1.33
2.99
12.53
7860 |
141
n
6.6%
30238
117
36.4%
8%

89
5.8%
31824
100.6
343%
J%

MARK]

Lenses, Uncapitalized Anaual renfals $8.1 mill.
Pension Assets-12/08 $389.9 mill. Oblig. $547.0
g!“d‘Stock None

Common Stock 96,791,187 shs.

ET CAP: $3.5 billion (Mid Cap)

52 6%
47.4%

43.5% | 456%
50.5% | 4.4%

60.4%
39.6%

54.4%
45.6%

528%
47.2%

59.5%
40.5%

53.5%
46.5%

53.3%
46.7%

51.5%
48.5%

55.0%
45.0%

44.4%
55.6%

Long-Term Debt Ratio
Common Equity Ratio

2709.7
3581.0

27266 1 2950.1
3567.4 | 3867.5

24858
32043

26377
3309.5

2566.9
3263.7

21588
3242.0

4285
5870

4930
6225

6200
6850

3025.5
42463

40586
5249.8

Total Capital ($mil)
Nat Plant ($mill)

1.4%
12.3%
12.3%

76% | 91%
121% | 14.1%
121% | 14.1%

§2%
9.7%
9.7%

6.6%
11.4%
1.4%

1%
11.8%
11.8%

88%
14.8%
14.8%

7.0%
125%
12.5%

7.0%
11.5%
11.5%

10%
122%
12.2%

7.5%
11.5%
11.5%

Return on Total Cap'l
Retum on Shr. Equity
Retumn on Com Equity E

9.5%
14.6%
14.5%

ELECTRIC OPERATING STATISTICS
2

Pezk oad, Sumer (M)
%O\arquusimfs(ymd)

2007

47% NMF | 12% | 36% | 34% | 34% | 66%
68% 103% | 89% | 70% | 73% { 72% | 53%

7% | 54% 50% ) 6.0% |RetalnedtoComEq 6.0%
51% | 55% | 88% | 51% |AllDiv'dstoNet Prot 8%

BUSINESS: OGE Energy Corp. is a helding company for Oklaho-
ma Gas and Electric Company (OG&E), which supplies electricity to
773,000 customers in Oklahoma (88% of electric revenues) and
western Arkansas {9%); wholasale is (3%). Owns Enogex pipeline
subsidiary. Acquired Transok 6/99. Eleclric revenue breakdown,
'08: rasidential, 38%; commercial, 25%; industrial, 19%; other,

18%. Generating sources, ‘08: coal, 58%; gas, 26%; wind, 2%; pur-
chased, 14%. Fuel costs: 69% of revenues, '08 reported deprecia-
tian rate {utility): 2.7%. Has 3,400 employees. Chairman, Presidant
& CEQ: Peter B. Delaney. COO: Danny P, Hanis. Inc.: Oklahoma.
Address: 321 North Harvey, P.O. Box 321, Oklahoma City, Oklaho-
ma 73101-0321. Tel. 405-553-3000. Intemel: www.oge.com.

Fixed Cha

102 Cov, (5] 431 483

373

“Cash
Divide:

ANNUAL RATES  Past
of change {per sh)
Revenues
Eamings

Book Value

10 Yrs. to
9.0%
30%
35%
5%
4.5%

5Yrs,
1.0%
Flow"

nds

Past Est'd '06-'08

1214

Cal-
endar

QUARTERLY REVENUES {§ mill)
Mar31 Jun.30 Sep.30 Decdt

2006
2007
2008
2009
2010

11098 8343 11306 8309
8815 89134 10445 9582
9947 11357 12543 6860
60686 6441 8453 604
650 700 1000 650

Cal-
endar

EARNINGS PER SHARE A
Mar31 Jun30 Sep.30 Dec.3t

2006
2007
2008
2003
2010

27 83 13 24
BEREEN:: B 40
14 62 150 -.23
A8 72 140 .20
20 75 160 .25

280

Cal-
endar

QUARTERLY DIVIDENDS PAID ® =
Mar31 Jun30 Sep.30 DecH

Full
Yoar

2006
2007
2008
2009
2010

33 333 333 .83
3475 3475 475 3475
35 355 355 355
3625

1.33
1.36
1.39

The Oklahoma commission has ap-
proved a regulatory settlement con-
cerning a wind project that OGE En-
ergy’s utility subsidiary is building.
The $270 million, 101-megawatt project is
nearing completion. QOklahoma Gas and
Electric will recover the costs through a
rate rider on customers’ bills until the
project is added to the utility’s rate base in
2011, following the resolution of a rate
case that OG&E plans to file by mid-2010,
OG&E has a lot of opportunities to ex-
and its transmission rate base. A
218 million transmission line is sched-
uled to enter service in early 2010. The
utility will recover its costs via a rate
rider, as well. Its capital budget calls for
$813 million to be spent on transmission
from 2009 through 2013. This will help
OGE attain its goal of average annual
earnings growth of §%-7% over that time,
using 2009 as the base year.
After a flat tally in 2009, earnings
should improve considerably in 2010,
For the year now ending, profit growth at
the utility has been offset by a decline at
OGE's Enogex pipeline subsidiary. This
was expected, since Enogex benefited from

unsustainably high commodity spreads in
2008. In 2010, OG&E will have a full year
of revenues from the rate hikes that were
enacted in Oklahoma and Arkansas in
2009. We believe that Enogex will also
fare better as its proportion of fixed-fee
business continues to expand, thereby
lessening the company’s exposure to com-
modity prices. Our 2010 share-net forecast
is within OGE’s guidance of $2.70-$2.95.
The board of directors raised the divi-
dend. The annual disbursement was
boosted by $0.03 a share (2.1%). OGE
states that it expects identical yearly divi-
dend growth through 2012. The company
should have no trouble attaining this goal,
given that the increases are small, fi-
nances are sound, and the payout ratio is
moderate. )
This stock has jumped more than 40%
this year. That tops not only most utility
equities but the rise.in the Value Line
Composite Average, as well, At the current
quotation, the stock's valuation is higher
than usual. The yield is below average for
a utility, and this issue’s 3- to 5-year total
return potential is unimpressive, )
Paul E. Debbas, CFA December 25, 2009

(A) Diluted EPS. Excl. nontec, losses: '02, 39¢;
‘03, 14¢; ‘04, 6¢; gains on disconl. ops.: 02,

12¢; '04, 1¢; '05, 49¢; '06, 39¢. '06 EPS don't
add to lotai due lo rounding. Next earnings re- | avail. {C} incl. def'd charges. In '08: $4.24/sh.
© 2009, Value Ling Publishing, Inc, All rights reserved. Factual maleriel is eblained from sources ballavad to ba reliable and is provided withowt wamanties of eny kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. wwicaﬁon is stricly for subscriber's own, non-commorcia), intemal usa No part

of i may be reprducad, resold, stored or tansihitted in any for genarating or marketing any printed or electronic publication, service or product, K3

printed, eloctronic or other form, o

ort due mid-Feb. {B) Divids histerically paid in [ (D) In mill,, adj. for spiil. (E) Rate base: Net
ate Jan., Apr., July, and Oct. @ Div'd reinvest-
ment plan avall, £ Shareholder investment plan {'03: 10.75%; in AR in '08: 10.25%; earmed on
avg. com. eq, '08: 13.1%. Regul. Climate; Avg.

orig. cost, Hate allowed on com, eq. in OK in

COmfang;;s Financlal Strength A
Stock’s Price Stability 100
Prica Growth Persistance 90
Eamings Pre I
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‘A1 RECENT PIE Tralling: 26.9Y | RELATIVE DIv'D O/ ALUE::
OTTER TA : CORP' NDQ-OTTR PRICE 23.43 RATIO 23-2(Medlan 170) P/E RATIO 1:37 YLD 5.1 0 \ 704
THELNESS 4 e | fi] 214] 28] B[ stol sl 289l Zia] ol sie| wdl 2]z Targt Prce ange
SAFETY 2 Newrizmg LEGENDS
2 i - 31\3:359)((1%(“?:!2?:5 ganie b4
TECHNICAL Resed l20 | ded by Inreel Ml 48
BETA .95 (1.00 = Marke)) 2-lor-1 sphl 300 NTI BT - 40
2072714 PROJECTIONS | B2, i v mn TP 7t NS MG N EYEYS EEPS @
Annv't Total| Latest rocassion began 1207 AT WAL S 1L TYTE TN SEOPYIOONT MO | S O N DO I 24
Price Galr: Return . pr = It 2
m\ % (+5Dﬁ7} 15% e vﬁ"" : it I L %
insider Decisions M loca B S S = 12
FMAMIIASO] | b e . 8 2
WBy 020000000 a
000000000 | 6
hd 010000000 % TOT. RETURN 11/08
institutional Declsions h”““ TS v
toBuy i zom;: o Fercent 9 Tl T iy 283 604 [
toSel 43 41 411 traded 3 3 114 m 13y -148 41 O
Hdson) 16765 16375 16660 i | Syr 53 223
1993 1 1994 | 1995 (1996 | 1997 | 1998 | 1999 2007 12008 | 2009 | 2010 | ©VALUELINEPUB, INC{ 12-14
11.85] 1286 1470] 1613) 1680) 1814] 1948 2345 2653 27.75] 2028 37.43 4150 | 3706 | 30.75] 33.80 |Revenues persh 34
225( 233f 247| 218; 295{ 275{ 29 32 3401 344} 330 339 38| 281 2851 340 |“Cash Flow" per sh 440
2] 147 1197 1241 129 1291 145] 160| 168 179 1.51 169 1781 1.09 80 1.20 |Eamings persh A 1.90
B4 86 88 50 93 %6 99, 1.02 1.04 1061 1.08 115 1171 149 1.19 1.19 | Div'd Decl'd per sh 8u 1.30
T3 13| 166| 285f 1791 123| 47| 18] 2i7] 28] 197 39 | 543 | 751| 50| 5.70|CapiSpendmgpersh | 600
762] 790 824 851 896( 9477 1030 1087 1.33) 1225] 12.98 i 16.67 | 1755 19.14 | 18.85] 19.60 |Book Value persh © 21,25
2236 | 22.36| 22.36| 2243 2346| 2376] 23B5| 2385 7465| 2558 | 2572 | 2952 | 2085| 3538 | 3580 37.00 [CommonShs Oulst’g O | 4000
156 138 142 140] 128| 144] 139| 135] 164 160 1781 1 173 1901 30.1] Bold Agpres are | Avg AnDVi PIE Ratio 150
92 kil 95 88 74 75 79 88 84 87 101 93 1.01 184 Valus|Line Relative P/E Ratlo 100
48% 1 5% | 52%| 52% | 56% | 52%| 49% | 47% | 38% | 37% | 40% , 39% | 35% | 36%| " |Avg Ann Div'd Yield 45%
CAPITAL STRUCTURE as of 9/30/08 4646 | 5594 | 654.1 7101 ] 7532 | 8623 10464 [ 11050 | 12389 | 13112 | 7100 | 1250 |Revenues (Smill) 1575
Total Debt $535.1 mill. Due in 5§ Vrs $248.0 mill 39| 402 436| 461| 337 | 400| 5280 508| 540) 351 30.0[ 45.0|Net Profit($mill) 750
LT Debt 5“‘”'3’"(‘,','*27 LY Interest $20.0 mill. 32.7% | 303% | 315% | 309% | 274% | 20.6% | 346% | 348% | 341% | 500% | 20.0% | 40.0% |Income Tax Rate 30.0%
(LT interast earmed: 2.7x) T T 8% 39% | 57% | 50% | 24% | 17% | 19% | 42%| 61%| 60%| 80% |AFUDC%toNelProt | 0%
Lanses, Uncapitalized Annual reritals $46 mill. 3B.7% | 305% | 435% | 44 0% | 43.0% | 37 1% | 35.0% | 335% | 38.9% | 320% | 37.0% | 34.0% |Long-Term Debt Ratlo | 32.0%
Pension Assets-12/08 $127.5 mill. Obllg. $182.6 | 53.9% | 63.5% | 53.5% | 53.4% | 54.3% | 60.7% | 62.9% | 64.5% | 59.4% | 65.6% | 62.0% | 65.0% |Common Equity Ratio | 67.0%
mil. ) , . 4556 | 4B44 1 5222 | 5872 | 6146 7065 | 7382 | 763.0 { 8821 10325] 1085 1100 |Total Capital ($mil) 1260
fgg ggg°;\§1g§5'3{"§67;’fgugfv r“‘cf Z r"(‘{sf’iomi 4 | 5030 5159 | 5430 | 6679 | 633 | 6821 | 697.1 | 7186 | 8540 | 1037.6| 1150 | 1200 |Net Plant ($mill) 1450
datgvalg), e oP W TOT% | 96% | 93% | 90% | 78% | 68% | 83% | 17% | 72%| 43% | 45% | 5.0% RelumonTotalCapl | 65%
Common Stock 35,689,751 shs. 132% | 137% | 148% | 140% | 11.4% | 90% | 11.0% | 100% | 100% | 5% | 45%| 6.0% RetumonShrEquity | 8.0%
as of 10/3109 14.1% | 14.8% | 14.9% | 14.5% | 11.7% | 91% | 11.2% 1 10.2% | 102% | 51% ) 4.5% | 6.0% [Returnon Com Equity €| 9.0%
MARKET CAP: $825 miliion (Small Cap) 45% | 54% | 568% | 60% | 32% | 25% | 42% | 33% { 35%| NMF| NMF| NMF |Retainedto ComEq 25%
ELECTRIC OPERATING smnsncs V0% | 65% | 63% | 60% | 73% | 73% | 63% | 68% | 66% | 108% | 744% | 99% |AlDiv'ds to Net Prof 0%
+2 5 2+030g 2,(%98 BUSINESS: Otter Tail Corporation is the parent of Otter Tail Power facluring, plastics, health services, food ingredients, & others. 2008
Cim WQYM 30169 31458 32402 | Company, which supplies electricity to over 129,000 custormers in a  reporled deprecialion rate: 4.3%. Has 4,166 employees. Chairman:
Avg.md:stﬂmmr {e 504 520 515 | mainly rural area in Minnesota {50% of retail elec. revs }, North Da-  John MacFarlane. President & Chief Executive Officer: John D.
P&*Lﬂed. g;g 7%‘3 7'\']]'.}3 kota (41%), and Soulh Dakota (9%). Electic revenue breakdown,  Erickson. Incarporated: Minnesota. Address: 215 South Cascade
WLWFW(%L 662 NA NA | '08: residential, 31%; commercial & farms, 36%; industrial, 23%;  St, P.G. Box 496, Fergus Falls, Minnesola 56538-0496. Tele-
% Change Cust +5 +2 NA | ofher, 10%. Fuel costs: 10% of revenues. Has operations in manu-  phone: 800-664-1259. Internet: www.oltertail.com.
Otter Tail Corporation reported un- year The company now expects 2009 earn-
:ﬁdmcggés Past Msast 4;;. " ,0;?078 impressive results for the third ings to be closer to the low end of its pre-
ofchange persh) . 10Ws.  5Vs. tonzs | quarter. Revenues declined roughly 27%, viously announced range of $0.70 to $1.10
Revenues 85%  7.0% .5% | year over year. Otter Tail Power Compa- per share. We concur, and have adjusted
égirinsif;f"slow 12-82? :; go/ %g‘:{o ny’s operating environment has remained our share-net estimate accordingly Per-
pamieds 55% 20% 20% | challenging, characterized by unseasonab- formance may well improve in 2010, as-
Book Value 70% 80%  3.0% %y cool s(linmner1 '»geatl-nex(‘i in t(?e I\gic}lwesté, suming a better operating climate in that
ower industrial demand, and a deflated year.
eggg, M%mvsgwgges ($m1l) ,',:eu;'r wholesale market. On the bright side, the Otter Tail Power Company has with-
2006 15578 5799 2806 28&7 Tiokg| utility benefited from rate increases in the drawn from development project Big
2007 {2011 3059 3022 2097 (1o3gg | Dakotas, and greater renewable energy Stome II. The proposed 500-to-600-
2008 |3002 3236 3529 3345 |13112| @nd transmission rider revenues. The com- megawatt coal-fired power plant in South
2009 |2772 2469 2574 3185 |1100 | pany’s nonelectric operations have also ex- Dakota will not be built. The company
2010 1300 290 310 350 |1250 | perienced headwinds, though its food in- cited economiec softness, existing environ-
cak EARNINGS PER SHARE A Fal gredient processing business posted solid mental regulation, and uncertainty sur-
endor |Mard1 Jun30 Sep.30 Decdi| Year | TeSults. Operating expenses declined con- rounding proposed federal climate legisla-
2006 W 37 a5 16 suleragbly, largely due to a lower non- tion as reasons for withdrawing from the
2007 | 24 53 44 47 | 178 electric cost of goods sold and efforts to im- project. OTTR will now evaluate other op-
2008 | 27 12 81 30 | 100 prove efficiencies. Income tax expense also tions to meet future demand for electricity.
200 ({ 12 07 29 .32 80| decreased significantly, and net income in- This stock is ranked to trail the
2000 | .20 .20 35 45| 120 creased about 12%, However, share earn- broader market for the year ahead.
Cat- | GUARTEALYDIVIDENDSPAIDB= | puy | i8S declined 6% for the quarter, owing But from the present quotation, this good-
ender |Mar3i Jun30 Sep.30 Dec3i| Year partly to a modest increase in the share quality issue offers decent risk-adjusted
2005 | 28 98 98 28 12| count. Looking forward, = total return potential. That’s supported by
2005 | 288 ops o8 o8 | 145 Weakness may well persist in the near our solid 2012-2014 earnings projections.
ono7 | 993 me3 293 293 | 147| term. We anticipate unfavorable com- Income-oriented investors may find the
o009 | 288 298 208 298 | 119| parisons for the fourth quarter, and lower dividend yield attractive, as well
2000 | D08 203 208 008 revenues and share earnings for the full Michael Napoli, CPA December 25, 2009
(A) Diluted earnings. Excl. nonvecurring gains: gpald in early March, June, Sepl., and Dec @ | age; 5D, Above Average Company's Financial Strength A
‘88, 7¢; '98, 34¢; gains from disconl. opera- iv'd reinvestment plan avail. ) Incl in- Stack's Price Stability 75
Price Growth Persistence 40

tions: '04, B¢; '05, 33¢; '06, 1¢. Next earnings
repon dua earty February (B) Div' ds historlcal-

‘mE PuabLezsuEn 15 ;«m RE'?PONS aus

tangibles. In '08: $4.02/sh. (D} In mill,, adj for
spiit. (E) Regulatory Climate: MN, ND, Aver-

IS reserved, Factual malarial is obtained from sources bolieved lo be reliabla and is provided without warranties of any kind.
ORANY ERRORAS OR OMISSIONS HEREIN. This

is striclly for 'S OWn, Nof

Earnings Predictability

ial, Infemal use No part
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ELECTRIC OPERATING STATISTICS
2006

2007 2008

item No. 20
™ e d,."‘a er K] ).
A ABD RECENT PIE Traling: 133Y | RELATVE V! a
PG& H s NYSE-PCG PRICE 44.07 RATIO 13.6 Median: 140/ | PIE RATIO 0.82 LU
High:| 351] 340 a18| 209| 2381 280| 845] 401| 482 528] 457] 458 ; N
TIMELINESS 3 wetcmsns | [HO%| fo1) 39 % o! 65| B0t 11 7! 259| 88| 363| 426| 267 345 Target Price Range
BAFETY =~ 2 Rasd§i2t5 | LEGENDS 1 : , o
2 T ot o et Al ' ! 100
. TECHNICAL Ralsed 25110 - Relalive Price Strength H 4 80
BETA 55 (140 Markay gggg:dtaersa rior i : ; L . 64
CEN v T
201214 PROJECTIONS | (2155 recession bogan 120 ; ] . SR S -
Anp'l Totat r I e P 1Ll anie
Pricc  Galn ~ Retumn L ! : ! e TR 1L I T Mt At »
High 55 (+25°o; 10% |t T ; . R T -
Low 40 (-10%) 2% Kl 5 Y : ; I : ™
i R | STN P YA i/ | : 20
Insider Decisions i T L : =¥ - - -
MAMUJJASON R Lk 1 5 16
By 000000000 LAY IRt . ; 12
Optons 4 00 1 C 1000 ; 'I"_}w'll" ..... s / e 4
stk 1100101000 S L . % TOT. RETURN 1209 |8
Institutional Decisions : / ] THIS © VL AR,
e oy g | Percen 12 } tr i 'I i i 1y 202 608
to Buy 215 217 179 | shares Y P ] e a4l il 1h i ~
to Self 168 184 194 d 4 ik de ] RIS ” I ]H IH}(H HHnm Jﬂ | 13y 56 19 [T
e 240843 200854 250t | "% T A DA nnl— 13 ws =8 |
1993 ] 19941 1995 1996 | 1957 | 1998} 1999 | 2000 | 2001 | 2002 {2003 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [2010 | ©VALIELNE FUB, We] 12-14
2477 2428| 2324| 2382| 3687 5212] 577¢| &7751 6318 3274} 2505 | 2647 | 3178 | 3602 | 3742| 4051 3575 47.25 |Revenues persh 4250
542) 5891 68| 524 5980 608 715| 801 56| 114 480 | 5711 792) 776| 802] 844| 840) 8.75]"Cash Flow"persh 10.00
233! 276) 295 ai6| 157 188l 224 wgar: so2! d23 205 | 212+ 235| 276| 278| 322| 315| 3.40|Eamingspersh A 425
188] 18| 18| | 120 120 120] 120, el -l 123|132 | 44| 156) 168B| 1.80|DividDecidpersh Bet| 220
473 25| 225| 305| 43| 423| 439 454 73| 794 ¢ 08| a72| A90| 690 ] 783 | 1005 1095 | I0.10 [Capi Spending per s | 79.25 |
1977} 2007| 2077| 2073{ 21.00] 2108] 1940| 819} 11891 9471 1012 | 2062 ; 1960 | 2244 | 24.18| 2507 | 2760| 29.25|BookValiepersh © | :3575
43727 | 43024 | 41403 | 40850 | 417,67 | 30260 | 360,50 | 367.19 | 36,38 | 38167 | 41652 | 418,62 | 368,27 | 348.14 | 353,72 | 361,06 | 360.00 | 376,00 |Common Shs Outeg O | daio0
48] G5 94| 1691 155] 168 131 SRR g5 | B 154 | 1811681 121] 125 Avg Ann'l PIE Ralio 715
87| & &) e 8 87| 75| .0 2] i sl 730 e 80! 8| 73| 40 Relative P/E Ratio 75
55% ] T5% | T4% | 76% A9%| 38%| 41% | 48% 1 - Sl T % | 32% | a1% | 40% | 43% Avg Ann'l Divid Yield 4.5%
CAPITAL STRUCTURE as of 8/30/03 . 20820 | 26232 | 22959 | 12495 | 10435 | 11080 | 11703 | 12539 | 13237 | 14626 | 13200 | 14000 |Revenucs (S 17000
Total Deiit $11991 mill. Due in 5 yrs $3975 mil 8250 | d3324 : 1099.0 | 8740 i 7910 | 9010 | 9040 | 10050 | 1020.0 | 1198.0 | 1170 | 1290 |Net Protit{Smill 1735
:—T!f’gg;g:‘%ﬂém’ R;me’gi‘nfgﬂ’om"' T6% | -] 056% i - 307% | 350% | 376% | 355% | 346% | 262% | 33.5% | 32.5% lncom Tak Rate B5%
(QCT} oraet e:;med:gany) & . i 16% b 7% 36% | 56% ) 67% | 94%| 985% | 10.0% | 9.0% [AFUDC%toNelProfit | 7.0%
Pension Assets-12/08 $8.07 bill. Oblig, $9.77bifl | 465% | 62.1% | 569% | 515% | 424% | 45 1% | 48.3% | 517% | 526% | 520% | 51.0% | 48.5% |Long-Term Dabt Ralio | 45.0%
Pfd Stock 5258.0 mill.  Ptd Div'd $14.0 mil. 4B.0% | 304% | 34.9% | 42.8% ; 50.9% | 532% | 50.0% | 46.8% | 46.1% | 46.5% | 48.0% | 49.5% |Common EquityRallo | 54.0%
5,973.456 shs, 4.36% lo 7 04%, cum. and $25 par. | 14339 | 10428 | 12399 | 84380 | 78150 | 16242 | 14446 | 16696 | 18558 | 20163 | 21200 | 22275 [Total Capital {Sml) 26500
redeemable from 52575 l0 §27.25; 5,784,825 $hs. | 15775 | 16501 | 19167 | 16926 ¢ 18107 | 18389 | 19955 | 21785 | 23656 | 26261 | 28050 | 29850 Nat Plant (Smilf) 36500
5.00% lo 6.00%, cum. nonvedeemable and $25. e T Ta g T NWE 165 | T6% BT | T6% | 1A% T8% | 70% | 7.6% et on Toml GaoT T 5.
par; 5,500,000 shs. 6 30% and 6 57%, cum, $25 o , odh | (e} 9, SV I8% | Td%) T8 7 0% |Return on Total Cap G.0%
par, subject to frandalory redemption 108% | NMF | 215% b NMF £ 176% | 101% | 124% | 125% | 116% | 124% | 79.0% | 70.5% [ReturnonShr. Equity | 120%
Common Stock 370960212 shs as of 1027009 | 116% | NMF | 229%  NMF - 18.5% | 103% | 123% | 120% | 11.8% | 126% | 11.5% | 11.5% [Relum on Com Equiy & | 120%
MARKET CAP: $16 billion (Large Cap) 52% | NMF [ 229% ] NMF '185% [ 108% | 77% | 68% | 60% | 66% | 55%| 55% |Retainedto Com Eq 6.0%
56% | NMF 1 10 ) Zoi V%0 3% | AT S0 4% | 5% 53% ADivdstoNetPrat . | 51%

BUSINESS: PG&E Corporation is a holding company lor Pacific

purchased and olher, 64%. Fuel cosls: 45%..0f revenues '08

% Changs Retal Sales (KWH} +58 422 423 § - e . ey M
Avg. Indust. Use (MWH 12513 12021 12765 | Gas and Electic Company and nonuliity subsidiaries. Supplies reported depreciation rate (utility): 3.3%. Has 21,700 employees.
M. !mbsLRevs&er Hic) 853 826 867 | elechicity and gas to most of northern and cenlral California. Has  Chairman, President & Chief Executive Otficer: Peler A, Darbee, In-
Cﬂﬂﬁaﬂ[‘s’w( Vﬁ* %\Mﬁg “m; mmg 51 milion efeciric. 43 milion gas customers. Electric revenue  corporaled: California. Address: Ona Market, Spear Tower, Stie
o alw%dga"ggr(.cm NMF NMF NMF | breakdown. '08: residential 41%: commercial, 39%:; industrial, 2400, San Francisco, California 94105, Telephone: 415-267-7000.
i CWOVS‘M?W\U) +27  +2.0 +.3 | 12%: other, 8% Generaling sources, "08: nuclear. 27%; hydro, 9%;  inlemel: www pgecorp com.
Fud Charg Ca. ) 268 257 288 | PG&E’s utility subsidigry has filed a The util@ty wants to spend $800 million
ANNUAL RATES Pest Paei Eotdco-os| general rate case. Pacific Gas and Elec- over a six-year period to enhance system
ofchange fpersh)  f0Vrs.  S¥rs.  toe-4 | tric is seeking a total rate increase of reliability. The California commission’s de-
Revenues - .10% 20% | $1.048 billion (6.4%). New tariffs would cision is expected soon.
“Cash Flow" 35% 16»0"/}3_ 29% | take effect at the start of 2011. The utility We estimate that earnings fell sliglitly
Eamings 4% NMP - 88% | is asking for a mechanism that would re- in 2009 but will advance this year. The
Book Value 15% 180% 65% | flect increases in the rate base and its op- fourth-quarter comparison was tough be-
Cor | QUARTERLY REVENVES G mil] | Ful erating and maintenance expenses. If cause a tax settlément ..added $0.29 a
engar Mar3) Jun30 Sep.3d Dec31| Vear anted, this would provide rate hikes of share to profits in the year-earlier period.
2006 [ 3148 17 3158 3205 | 12559 | 275 million in 2012 and $343 million in In 2010, ongoing growth in the utility’s
2007 | 3356 3187 3279 3415 [apar| 2013. The utility’s cost of capital will be rate base should lead to increased earn-
2008 | 9733 3578 3674 3643 | 14608 | reconsidered in a separate ﬁllmg, which ings.
2009 | 3431 3194 3235 9340 {13200 will occur in 2012, with a ruling taking ef- We expect a dividend increase at the
2010 | 3500 3500 3500 3500 {14000 | fect at the start of 2013. Accordingly, the board meeting later this month. We
oan EARNINGS PER SHARE A ol allowed return on equity will remain at figure that_ the directors will raise the
endar |Mar31 Jun30 Sep30 Dec3t| vear| 11.35% for now. e . quarterly disbursement by $0.03 a. share
06 | 8 & i & 2% The . 1_1t111ty is building generating (7.1%), as it has in each of the past three
2000 75 74 71 55| 27| facilities, Two gas-fired plants should en- years. .
2008 | 6 8 8 97 | 322| ter commercial operation later this year. This stock’s valuation is high. The
2000 | 65 87 80 .83 | 315 The expected cost for both facilities is $912 yield is fractionally below the industry
2010 | 70 80 %5 85| 340| million. Pacific G&E is also asking the average. Although we project good profit
Cel- | QUARTERLY DVIDENDSPAIDEwt | pyy | California regulators for permission to and dividend growth over the 3- to 5-year
endar |Mar31 Jund0 Sep30 Decat| Year | CODStruct a 246-megawatt windfarm at a period, with the quotation already within.
2006 2 3 p 5| 13 cost of $91.1‘ million. If the commission our 201_.2—2014_1' Target Price Range, total
2007 | 33 36 3 6 | 141 Bives the .utxhty t}}e go-ahead, this project return potential over that time is subpar.
208 | 3 3 3 39| 153 would go into service in 2011. . All told, we believe better selections are
2008 | 39 4 42 42| 1s5] Pacific G&E is awaiting a ruling on a available elsewhere,
2010 | 42 proposed electric reliability program. Paul E. Debbas, CFA February 5, 2010
(A) Diluted EPS. Excl. nonrec. gains {losses): | '06 EPS don'l add due lo rounding Next earn- | avail. (C) Incl. intang. In "08: $16 61/sh. (D) In Comﬁany’s Financial Strength B+
'94, (55¢); '95, 4¢; '98, (41¢); '97, 18¢; '99, | ings repor due lale Feb, (B) Div'ds historically | mil (E) Rate bass: nel orig. cos!. Rate allowed [ Stock’s Price Stability 100
(82.44); '04, $6.95; ‘09, 18¢; gain from disc | paid in mid-Jan., Apr., July. Ocl. = Divd rein- [ on com eq, in '07: 11.35%; eamed on avg. | Price Growth Persistence 85
ops.: ‘08, 41¢. Incl. nonrec. loss: 00, $11.83. | vest plan avail t Shareholder invest plan | com eq. '08: 12.9% Regul Clim. Above Avg. | Earnings Predictabllity 10
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due late February, (B) Dividands paid mid-Jan., { on common equity in "03; 10.0%; eamed on { based on shares outslanding when the stock

L.ANR. QE RECENT  PE Trating: 13.0Y | RELATIVE ovD o/ :
PORTLAND GENERAL nysercn [ 19.90 o 12,7 Gistntiid) s 0.77/ %5 5.3%
: igh: | 350 31. 7 . id
TIMELINESS 3 Ralsd 1110 L 1 ] Mg 300} 313|217 214 Target Price Range
SAFETY 2 Newlttons TEGENDS
3 i --iiéns}:ie{(\ggva Price Strength 64
TECHNICAL Raised 1R9/0 | Oplons: Yes pror .
BETA .75 (1.00 = Market) Latast rocession began 1207 40
2012-14 PROJECTIONS hi T P B I e e 32
Ang'l Total LT T/ L T 2
Wah 3G (fsaégﬁ % — e 2
peo3 e 22 H 1
Insider Declsions 12
MAMJIJIASON ) o
wBy 000000000 PR S
Opos 0 0 00 QG 0000 e | 6
WS 000000001 X % TOT. RETURN 1219
Tnstitutional Decislons H TS VLARTL
mg’z 2”3759 ng Parcent 15 " | 1y s:?)c;( 28?
e 76 107 00| hars 10 S S #PI I] il s 245 %e
a0 71477 72013 71579 [ TR mq S5y - 259
On April 3, 2006, Portland Genéral Electric’s [ 1999 | 2000 ] 2001 | 2002 | 2003 | 2004 20056 | 2006 | 2007 12008 [ 2008 [ 2010 CVALUE LINE PUB, BCI 12-14
existing stock (which was owned by Enren) .- - . . .- - 23W | 2432 2787 27891 23.60| 2460 {Revenues persh 2775
was canceled, and 62.5 million shares were ve . . . < 4751 484 | 521) 471| 420| 465]"Cash Flow” persh 525
" |issued to Enron's creditors or the Dispuled . .- .- . .- | 102 114§ 238! 129| 140] 1.65|Eamings persh A 200
.| Claims Reserve (DCR). The stock began - - - - -) 68 931 97| 101| 1.05|Divid Decl'd persh® 1.20
trading on a when-ssued basis that day, = {408 594 728 6.2| 1000] 745 |CaplSpending persh (%]
and regular trading began on April 10, 2006. . .- .- .- -] 1915 | 19.58 | 2105 | 2164 | 2070 21,30 {Book Valug persh © 2375
Shares issued to the DCR were released w - I - -+ | 6250 | 6250 | 6253 | 6258 | 75.25] 75.25 |Common She Oulstg B | 80.00 |
over lime to Enron's creditors until all of the = - -~ - - 249 63| 135 Avg Ann'l P/E Ratlo 125
remaining shares were released in June, - . .- - - -] 128 63) W .9 Relative P/E Ratio 85
2007. ) - - - - 25% | 33% | 43% | 54% Avg Ann'l Div'd Yiald 4.8%
CAPITAL STRUCTURE as of 9/30/09 - . .. -+ [ 14540 [ 14460 ) 15200 | 17430 | 17450 ) 1775 1850 |Revenues ($mill} 2025
. | Total Debt $1592.0 mill. Due i 5 Yrs $528.0 mif . - . | o0 e640{ 7101 1450 870 100 | 125 {Net Profit {Smil)) 150
‘ lfﬁ:g’{g&"gf ol ax;-"'"‘e'es‘ $87.0 mil. s : T 0% | A0%% | 338% | 338% | 08.7% | 20.0% | 27.0% |lcome Tax Rale 25.0%
: {aases, Uncapimlize;d Annual rentals $7.0 mill - s - - ~ | 98% | 18.8% | 33.8% | 17.9% ) 17.2% | 20.0% | 14.0% |AFUDC % ta Net Profit 6.0%
an .- - v e | 411% | 42.3% | 434% | 499% | 462% | 50.0% | 53.0% |Long-Term Debt Rallo 50.0%
Pension Assets-12/08 $347.0 mill. .- . - .- - ) 58.9% | 57.7% | 566% | 50.1% | 53.8% | 50.0% | 47.0% |Common Equity Ratio 50.0%
Oblig. $467 0 mil. - - -~ - -~ | 21700 | 20760 | 2161.0 | 26200 | 25180 | 3125 3420 |Tatal Capital (Srmill) 3800
Pid Stock None ey ] ) el - |22750 ] 24360 | 2718.0 | 30660 | 33010 | 3840 | 4175 |Net Plant ($mil) 4600
Common Stock 75,191,682 shs. .- .- .- - | 58% | 46% | 47% | 69% | 50%| 45%| 50% [Retum on Total Cap! 55%
as of 10/26/09 72% | 53% | 58% | 110% | 64% | 65%| 8.0% [Return on Shr.Equity 8.5%
72% ) 53% | 58% | 11.0% | 64% | 65% | 80% [RetmonComEquity €| 2.5%
MARKET CAP: $1.5 billion (Mid Cap) 72% | 53% | 35% | 66%| 20%| 20%| 30% |Reteined toComEq 355
ELECTRIC OPERATING STATISTICS .- o - o - 39% | 40% | 69% | 68% | 63% [AllDivids to Not Prof 60%
% Chenge Retal Sas (K4 'ins?g 2+0108' 22_0-? BUSINESS: Portland General Electric Company (PGE) provides  include coal, gas, hydro, wind, and purchased; breakdown is not
AN_%UQ(MM 15736 11450 11392 | electricily to 818,000 custamers in 52 ciies in a 4,000-square-mite  available. Fuel cosls: 50% of revenues. 08 reported depreciation
A\gkﬂ&ﬂmm G} 583 638 642 | area of Oregon, including Portfand and Salem. The company is in  rate: 3.7% Has 2,800 employees. Chairman: Corbin A MeNelll, Jr.
m&'ﬁ% (sz . 37%12 36%/2 40’%’? the process of decommissioning the Trojan nuclear plant, which it~ Ghief Execulive Officer and President: Jim Piro. Inc.: Oregon. Ad-
mwmadrm(%& NA ~NA  NA | closed in 1933. Eleclic revenue breakdown, '08: residential. 43%: dress: 121 SW Salmon Streel, Portland, Oregan 97204. Tel: 503
Custormers (yr-end) +1.7  +14 +8 | commercial, 34%; industrial, 9%; other, 14%. Generaling sources ~ 464-B000. Internet: www.portlandgeneral.com
. Portland General Electric plans to file of $1.50-$1.65 a share.
i‘:mmﬁs Pt zoﬁast 3:;,‘, .0;.2068 a rate case later this month. In 2010, PGE is deciding what to do with its
ofchanga (persh)  10¥rs.  6Y¥s.  to2’14 | the utility is likely to earn a return on 65%-owned  Boardman  coal-fired
Revenues . .- 5% | equity of just 7%-8%. That's well below plant. Retrofitting the facility to meet
'gg{f‘l FS|°W" - - fag‘{;‘z PGE’s allowed ROE of 10%. Electric sales stricter environmental guidelines’ would
R o .. 5s% | have fallen short of the forecasted level cost an estimated $520 million-$560 mil-
Book Value -- -~ 25% | due to the weak economy. Meanwhile, opé lion. So, PGE propose]s spending $40 mil-
erating and maintenance costs are up, and lion for environmental compliance in the
egg:, M&%ﬁg’;ﬂgggg%“gggm ‘zﬁ', the effects of a state tax law are hurting short term, with the plantpbeing shut or
2006 | 3810 3510 3720 4160 [isz00] the company. A ruling from the Oregon switched to a different fuel source in 2020.
2007 | 4360 4020 4350 4700 |{743¢ | commission should come in time for new Two sizable projects are under con-
2008 | 4710 4250 4000 4490 |17450( tariffs to take effect at the start of 2010. struction, and others are being pro-
2009 (4850 2890 4450 456 |1775 { We have trimmed our 2009 share- posed. PGE is adding a third phase to its
2010 [510 420 450 470 1850 | earmings estimate by a nickel. This re- Biglow Canyon - windfarm. The 175-
cal EARNINGS FER SHARE A Full flects a $5 million.aﬁ;ertax chqrge that megawatt addition will cost an estimated
endar |Mar31 Jund0 Sep30 Dec.3i| Year | PGE will take to write off a portion of the $426 million and should begin operating in
2006 | 0.10i 43 . 16 64 | 144]| cost of a hydro project (associated with a the third quarter. The utility is also in-
2007 | & 73 3 40 | 233) conmstruction delay) that it won't be al- stalling an advanced metering system at a
2008 | 44 63 .- 32 | 139 lowed to recover in rates. The company cost of $130 million-$135 million. This
2008 47 3 43 .19 | 140| might still recoup some or all of these project should be completed by yearend.
210 ) 50 45 35 351 165 co?ts c{’rom }ilnsurance or from companies in- Plotéential pgojectls for thde ne;cltn decaz%e in-
) B volved in the project. clude gas base-load and peaking plants,
eﬁgi:r M&%ﬁnﬁgbggmggg%%%cm 53‘;‘, We estimate higher profits in 2010. In additional wind capacity, and a tragsmis-
006 | - = 505 925] 45| 2009, extended outages at two coal-fired sion line in Oregon. ‘
2007 | 225 205 235 235| g2 facilities hurt the bottom line. The plants This stock’s yield is fractionally above
2008 | 235 245 245 245| 97| are back on line, so we assume normal op- the utility mean. Total return potential
2009 | 245 245 255 .255; 100| erations this year QOur estimate remains to 2012-2014 is only average for the group.
2010 | 255 at the upper end of PGE’s targeted range Paul E. Debbas, CFA February 5, 2010
(A} Diluted eamings. '06 EPS don't add to full- | in '08; $304.0 mill, $4.86/sh. (D) In millions, | Climale: Below Average. (F) Summer peak in | Gompany's Financlal Strength B+
year{otal due to rounding. Next eamings report | (E) Rate base: Net original cost, Rate allowed | '06 (G) '05 pershare dala are pro forma, | Stock's Brice Stabllity 95

Apr., July, and Oct, (C) Incl. deferred charges. | average common equity, '08: 6.5%. Regulatory | began trading in '06
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RECENT PE Tralling: 19.5) RELATIVE 89 ovp 5 10/ VAL ; 6

PPL CORPORA.HON NYSE-ppL PRICE 30.55 RATIO 15.0(Median: 13.0/ | PE RATIO 0. .0 AN LINE 1 0

igh: R X 1 . X . A k % 21 34,

THELNESS 5 wctsosny | o] (28] 160) B[ o2l 209] wal erif saTl gr) weel seal o Target Price Range

SAFETY 3 toweed 12800 | LEGENDS 2
3 Raised 1000 T oty e e 100

TECHNICAL Ralsed 10008} B b e o T e

BETA 70 (1.00=Markel} 2or1 split 8105 6

207214 PROJECTIONS | B e prir rocesion - 2t O N I [T P 0
Ann't Tolal| Latest rocassion bagan 1207 " \J (LA st ™

Price  Gain  Return . it l, v b b deemaedacan 2

Mgh 55 (+BO0%) 19% 0 T L L T
w35 {+15%) 8% P - 2
Insider Decisions i i ”i” I TR 20

JFHAMJJAS ey i ,".’i“' 1 1€

why 000000000 i 31O 12
Oplons 6 0 1002 0 0 0 e S i O e T
% 210001 000f" A WO R -, o ° TOT. RETURN 10109 {8
Institutional Declslons o T el L. ) s?é‘é'x v%"%ﬂg;,‘

P el Forcent 13 T O - Tl 1y 60 358

o Self 219 198 184 | yraded 6 ! I 1 W, L ull Al 3yr 5.4 48 i

Hfs{00) 233086 233367 231668 T il Syr. 343 265

19931994 | 1995 | 1996 | 1997 | 1998 | 1999 [ 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007. | 2008 | 2009 | 2010 ©OVALUELINE PUB, INC| 12-14

896 B76( B863] 894 917( 1203 1597 1959 1953 1638 ( 15751 1537 | 1636 | 1702 | 1741 20471 1975 20,10 |Revenues per sh 23.50
1.98 1841 205) 21} 21 243] 25| 332| as 320! 360! 359 384 426 510 47 3.70| 6.05|"Cash Flow" per sh 7.50
1.04 .84 87 1.03 99 1.12 1.01 164 1781 154 1.84 187 1921 228 2631 2451 1351 3.20|Eemings persh A 375
B3 B4 84 B4 .84 67 50 .53 .53 12 a7 82 86] 110 122] 1341 138] 160 [Div'd Decl'd persh Ba 1.50
1.60 1.62 126 11t 93 97 in 159 289{ 274 2147 184 213 362 451 379{ 345] 500 |CapTSpending persh 5.00
7871 783} 8.15) B44| 845 569 551 694 633} 671 919 11.21 ) 1162 | 1330 | 1488 | 1355{ 1330 1495 Book Valug per sh © I_@__J
304.26 | 310.9 | 318,81 | 325,33 ] 332.50 | 314.82 | 287.30 | 290.08 | 299.16 | 33147 | 354.72 | 378.14 | 380.15 | 305.04 | 373.27 | 374.68 | 377,00 | 375,00 |Common Shs Outstg 0 { 370.00
14.1 1301 108 14 108y 1091 134 B89) 124] 113 106 125 151 14.1 173 17.6 | Boid figlros are |Avg Ann'I P/E Ratio 12.0
83 85 a2 3! 82 57 .76 .58 64 b1 60 66 .80 76 92 105 ValuelLine Relative P/E Ratio .80
57%| 77%| BO%| 7d% | 78%{ 55% | 37% | 36% | 24% | 42% | 40% | 35% | 3% | 4% | 27% ) 3%  CYH i avg AnniDivid Yield 43%

CAPITAL STRUCTURE as of 9/30/09 4590.0 | 56830 | 5725.0 | 5429.0 | 5587.0 | 5812.0 | 6219.0 | 6892.0 | 64980 | BO440 | 7450 7600 Revenues ($milf) 8700
Total Debt $7870.0 mill, Dus In 5 Yrs $23480_mill 3320] 5000 5760 5360 | 66701 692.0 | 7390 | 899.0 | 1031.0] 9400 455 | 1245 |Ne! Profit (Smil}) 1430
gd"gg‘mﬁﬁgngg“gs/ Lgeg’:i?%ffgéoog}gl 335% | 36.3% | 297% | 257% | 371% | 926% | 14 0% | 23.2% | 207% | 318% | 36.0% | 36.0% [ncome Tax Rate 3.0%
units B.28%, $1000 facovalua | 21%| 0% | A% | 3a% | 12%| 7% | - .| 26%| .| NE| NI AFUDChloNetPromt | NI
(LT inerest eamed: 4.0x) 65.7% | 654% | 648% | 665% | 711% | 61.6% | 575% | Gb4% | 54.1% | 57.1% | 50.5% | 57.0% [Long-Term Debt Fatlo | 525%
Leases, Uncapltalized Annual rentals $117.0 mill. | 28.2% | 29.5% | 23.7% | 25.1% | 28.5% | 27.9% | 42.0% | 42.2% | 436% | 40.5% | 38.0% | 41.0% Common Equity Ratio 45.5%
Pension Assets-12/08 §3.48 bil. Obllg. $4.38 bill. | "E71§G | 6826.0 | 7645.0 | 8868.0 | 11455 | 11171 | 10513 | 92151 | 12747 | 12508 | 19750 | 13800 [ Tolai Cepital {$mil}) 15800
b fgg°§,§3;93-‘5‘£‘4",!~75';:"gg'0‘; S e, 56440 | 59480 | 61350 | 95660 | 10446 | 11209 | 10916 | 12069 | 12605 | 12416 | 12760 | 13600 |Net Plant(gmil] 15700
callible $102.00-8110.00; 10 mill, shs. 6.25%, | 9% | 99% | 95% | B8% | 78% | 84% | 93% | 0% | 98% | 92% | 55% | 11.0% |Relumon Tola Cap1 | 11.0%
$100 g, praferanc, redeemable alte! i6/11. 16.9% | 20.2% | 208% | 18.0% | 20.2% | 161% | 16.5% | 166% | 176% | 17.5% | 85% 21.0% RetumonShr. Equity | 79.0%
Common Stock 377,068,461 shs. as of 10/23/09 19.0% | 238% | 28.2% | 21.1% | 19.6% | 16.9% | 16.7% | 17.3% | 18.2% | 18.2% | 8.5% | 21.5% |Retum on Com Equity ®| 19.5%
MARKET CAP: $11.5 billlon (Large Cap) 94% | 16.1% | 202% | 124% | 10.7% | 93% | 88% | 93% | 100% | 85% | NMF | 11.0% |Relzined to Com Eq 10.0%
ELECTRIC OPERATING STATISTICS 54% 1 35% 0 35% | 49% | 4%% | 43% 1 47% | 47% 48% | 4% ] NMF| 50% JANDiv'dsto Net Prof } 50%
1 Feta Sales (XWH) 20108 2_330; 2&03 BUSINESS: PPL Corporalion (formery PP&L Resources, Inc)is a  in UK. (2.6 million customers). Eleclric revenus breakdown & gen-
Avg%usg NA NA NA [ holding company for PPL Utilities (formery Pennsylvania Power &  erating sources not provided by company Fuel costs: 41% of reve-
Avg.mnm(m 10 NA NA NA | Light Company), which distributes electricity 1o about 1.4 millon nues. '08 reporled depreciation rate: 2.4%-2.6%. Has 11,100 em-
m;{%(& . 75";’3 75";‘7\ 73"%‘2 customers in a 10,000-square-mile area in eastem & central Penn-  ployees. Chaimman, President & CEO: James H. Miller. Inc. Penn-
MWFW(%& NA NA NA | sylvania. Plans to sell gas distribution subsidiary. Also has subsidi-  sylvania. Address: Two North Ninth 81, Allentown, Pennsylvania
% Change Customers +9 +7 +5 | arles in power ganeration & marketing, foreign eleciricity distribution  18101-1179. Tel.: 800-345-3085. Internel: www ppiweb.com

PPL Corporation’s earnings are likely nia needs rate relief. PPL Utilities’ prof-

ANUA AAES P Pt eaia g to rise significantly in 2010, At the its foll 24% in the first pine months of
dchangelpersh)  10Yrs,  5¥s.  to't2'4 | start of the year, the prices that the com- 2009 due to weak sales and higher operat-
Revenuas 65% 20% 35% | pany’s customers pay for the generation ing and maintenance expenses. Because
Eca'ransitr]\ FSIOW' gg';f ggzﬂ %ng portion of their electricity will no longer be PPL is earning a return on equity of just
Bands. 45% 125% 75% | subject to below-market price caps. In- 7.5%—well below a healthy level for a util-
Book Value 65% 135% 6.0% | stead, %stomerspwli‘ll pay market—lipased ity—it pl?ns to ﬁIEIe a rate case in the first

; prices. Because PPL's generating plants quarter of 2010, New tariffs wouldn't take

egﬂ; Mg%ﬁ”}ﬁ%%“gﬁ;ﬁ%“gg?_s, {-::a”r are nonregulated, the company benefits effect until the start of 2011, however. .

2006 1781 1642 1760 1724 lgogap| from supplying this power at market- It is questionable whether earnings

2007 |1546 1573 1774 1605 l64980 ba_sed rates. Thus, even though market will gdvance in 2011. Although_ the com-

2008 [1506 1024 2981 2513 (80440 | Prices have been trending downward for pany isn't fully hedged for 2011, it appears

2009 [2351 1673 1805 1627 7450 | the past several months, they are still well as if the price PPL will receive for the

2010 (1500 1800 2100 1800|7600 | above the prices that PPL's plants have power it generates will be slightly below

cat- EATNINGS PER SHARE A rur | been fetching. Our 2010 earnings estimate the expected price in 2010. If PPL Utilities
endar |Mar31 Jun30 Sepd0 Dec.3!]| Year| Of $3.20 a share is within the company’s receives reasondble rate treatment, then

06 | 73 52 58 46 | 2ag) targeted range of $3.10-$3n5’0 a share the company might be able to maintain its

2007 | 57 62 87 57 | 263 Considering the large bottom-line increase earning power. Our preliminary forecast of

2008 | 65 50 55 74 | 245| that is probable next year, we figure that a earnings in 2011 is $3.20-$3.25 a share.

2000 | 64 07 12 .32 | 15| hefty boost in the dividend is also likely. This stock offers a decent yield and 3-

2010 B85 75 80 80| 320 Mark-tg)—market gai,ns or losses CaTlil) af- t% 5-yea}11' tota{ return potential that is

) R D Ba fect the company’s earnings. ese above the utility average, Even if 2011
eﬁg},, Mgg; 7321;;{25“ %1&“3&.31 \‘(::;l, losses reduced share net by $0.45 in the proves to be a tough year, we think there

2005 | 205 93 023 25 5o | first nine months of 2008, and the stock is will be enough earnings and dividend

205 | 25 o755 9715 275 | 1ps| untimely Since these items are unpredict- growth subsequently to produce a respect-

2007 | 275 305 305 305 [ 119} able, we do not assume any such gains or able total return through the 2012-2014

2008 | 305 335 335 33 | 1.31] losses in our estimates and projections. period.

2000 | 335 345 345 345 PPL’s utility subsidiary in Pennsylva- Paul E. Debbas, CFA  November 27, 2009
{A) Diluted EPS. Exc). nonrec. gains {losses): | '08, (14¢}. ‘08 EPS don't add due lo rounding. | $4.38/sh, (D) In mifl, adj, for split. (€} Rate Com@wg's Financlal Strength B+
01, ($1.18); '02, (89¢); ‘03, 24¢; ‘04, 3¢; '05, | Nex! egs. report due early Feb_ (B) Div'ds his- | base: Fair valua. Rate alid on com. 6q.in '08: | Stock’s Price Stabliity 95
(2¢);°07, (12¢); gains (losses) on disc. ops.: | torically paid in eacly Jan., Apr., July, and Oct. | none spec.; eam. on avg. com. eq, ‘08: 16.7%. | Price Growth Persistence 90
03, {Be); '04, (1¢); 05, (12¢); '07, 19¢; '08, 3¢; | » Div'd reinv. plan avail. (C) Incl. inlang. In '08: | Reg Clim : Avg. (F) Summer peak In'06 & ‘08. | Earnings Predictabili
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Ann'l Total e T ’ 1 AL L0 LTS CCAITITE AT A g [P T
Pice  Gain — Retum foy il S {0 [ Pyt sorzduoneel gy
High 50 (+30%; 12% s i -
Low 35 '(-10%) 5% A LTI G . o
insider Decislons o Toe 2
JFMARM S IAS o 16
By 000000010 by SIRCLCT SO S B 2
Opom 0000060000 O 5
b 005230040 y . % YOT. RETURN 109 |8
Institutional Decisions } srrr‘% vnmggxm,
08 109 20009 ! L
By 211 220 219 | et 12 ( ; T T : g, 19 358 [
toSa 1 08 1 traded 4 b L% aye 2.9 -48 I
HAS{000) 146742 162070 164814 Sy 208 265
Progress Energy was formed on November | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 ©VALUE LINE PUB, INC} 12-14
30, 2000 through the merger of CP&L Ener- | 2004 | 1999 | 3369 | 3418 | 3554 | 3056 | 4011 | 9738 | 35.19| 3472| 3535 37.25 |Revenues persh 3990
gy and Florida Progress, Florida Progress| 606! 537 84| 702{ 754 740 6530 593! 613| 600! 50] 615 “Gash Flow” per sh £.50
common shareholders exchanged each| 255| 234 343] 384| 341 310 294 205] 269 206) ag5| a15 Eamings per gh A 3.60

share held for $54 in cash andior CP&L| 202| 208! 214] 218| 226! 23| 23| 242| 244| 248| 243] 250 DivdDecPdpersh B | 256
common stock. They also received one [ 432[ 461| 55| 505| 414| 404 423 | 55| 759| GBA| 75| 710[capl Spanding per sh 6.95
Contingent Value Obligation for each share | 2138 | 2632 | 2745 2873 | 2026 | 3090 | 51.90 | %257 | %238 3255| 31.90| 3290 |Book Valve persh € 3%.80
of Flonda Progress slock, entiting them to | 72650 | 20600 | 210.73 | 29243 | 24600 | 34770 | 25200 | 256.00 | 260,10 | 264 00 | Z60.00 | 2820 Common Sha Gutsty & | 268.00

pa%ments when four synthefic fuel plants ™ 2| 58| 1281 N8| 24| 13| V8| 06| 178 183 | Beid fafros ere |Avg ANNTEIE a0 120
achieved certain economic levels from 2001 87 99 B4 B T 74| 79 147 85| 86| Vauellne Ipalativa PE Ratlo 85
to 2007. Data prior to merger are for CP&L| 52% | 6% | 50% | 48% | 53% | 53% | 55% | 55% | 54% | 58%] U™  |AvgAnniivd Yield 59%
only and are not comparable with Progress yss7s 131189 | a4615 | 79450 | 87430 | 97720 | 10105 | 95700 | 01590 | 91670 | 9600 | 1500 |Fevemues sl 11500
Energy data. 3823 | 369.9) 6951 8152 it | 7635 | 727.0 | 6140 | 6330 7730 #55] 490 |Nel Prom($mil) 1030
CAPITAL STRUCTURE as of 9/30/09 3% | 35d% | -~ | | - [103% | - | 284% | 325% | 335% | 39.0% | 23.0% |Incomo Tex Ras 330%
Total Dbt $11484 mil. Dua In8 Vrs $3630mil. ) ~30% | 56% | 26% | 10% | 34% | 8% | 1.8% | 14% | 5% | 39% | 20%| 20% |AFUDC%toNetProft | 30%
'LTT?"["‘S“"W’L","51 )”-'!“""’B‘W" mill. 46.6% | 51.6% | 60.9% | 59.0% | 56.1% | 552% | 56.0% | 519% | 506% | 55.1% | 56.0% | 545% (Long-Term DebiRato | 525%
Bamolon ataata558 51 20 i, Obllg, §2.35 b, | 625% | 47.5% | 38.5% | 404% | 40.4% | 443% | 49:% | 48.1% | 484% | 444% | 450% | 45.5% |Common EqubyRetio | 475%
Ptd Stock $92.8 mill.  Pfd DIv'd §4.5 il 65006 | 11407 | 15580 | 16517 | 17162 | 17247 | 18577 | 17214 | 17252 | 19346 | 19625 | 20380 |Total Capital ($mbf) 2275
921,814 shs. $4.00 10 §5.44 cum. no par. callable ) 67648 | 10437 | 10915 | 10656 | 14434 | 14363 | 14442 | 15245 | 16605 | 16203 | 19450 | 19780 |Net Plant f$mil) 2700
irgg‘l‘ 21311*5:3:1[105 gecrtflg-lyst’nkfng funds beganin | 75% | 49% | 64% | 68% | 65% | 62% | 56% | 48% | 56% | 66% | 55%| 55% |Aetum on Tols Capl 5.0%

N ; fospacivey, 11.0% | 6.7% | 10.4% | 120% | 108% | 99% | 88% | 6.1% | 81% | 89% | 95% | 9.5% |Retum onShr. Equity 95%
Comman Stack 279,626,073 shs. a8 of 11/2/09 67% | 115% | 12.4% | 109% | 99% | 90% | 6.1% | 82% | 89%| 95%| os% Eemmon(!omé@*y o] 95% <

MARKET CAP: $10.7 billion (Large Ca 1% !
3 (Largo Cap) 25% | NWF| 4% | 50% | 87% | 26% | 17% | NME | 7% 15%| 20%| 20% [RelEnedtoComEq | 3.0%
ELECTRIC OPERATING STATISTCS

78% ) 101% | 63% ( 5% | 67% | 74% | 81% [ 119% | 9% | 8% | 8% 79% |AU Div'ds to Nt Prot 72%

7 2008
7

Z‘%W%(KWH) '%3 *ﬂg gq H BUSINESS: Progress Energy, paren! of CP&L Energy and Florida  gaslollcoal, 58%; nuclear, 27%; hydro, less than 1%; purch:

Ag'mammﬁm(c) 6 3@ 658 6.78 | Prograss, supplies electricly to partions of North Carolina, South  power, 14%. Has 11,000 employees. '08 depreciation rate: 2.7%.
Wupmm 21322 21776 21775 | Carolina, and Florida, Other operations include coal mining, Estd plant age: 8 years. Chalman, Chiel Executive Offfcer, and
Peak Load, é«w 21717 22327 21373 | wholesale generalion, and financial services. Elactric revenues:  Prasident: Wiliam D. Johnson. Incorporated: North Carofina. Ad-
Aovyd Lot Pt NA NA | residantial, 42%; commercial, 25%; Industrial, 11%; other, 22%. dress: 411 Fayaievilla Streal, Raleigh, North Carolina 27602, Tele-

% Change Custoess jrend) 20 #3510 | poyer costs: 48% of revs; labor cosls: 13%. Fuel sources: phone: 1-800-662-7232. Intamet: www.progress-energy.com.

Fixed Chane Cov. (%) 204 248 NA | Progress Energy posted decent third- ratio of 50.52%, Drivers for the case in-
ANNUAL RATES  Past Past Est'd'05-08! quarter results. The company reported clude a generator replacement at Crystal
dehangefperst)  10¥es, 5V W2 | earnings of $1.22 a share, a modest in- River 3, a repowering project at its Bartow

10/ .74
Hevenyes 80% 4% G9% | crease from the $1.18 reported during the plant, snd additional investments geared
Eamings -6% -65% 60% | same period last year. Performance was toward upgrading its transmission
g‘v"da\?dlﬁ 25:5: gg?‘ ;gZ/é driven by increased revenues (up 5% year facilities. We have revised our 2010 earn-
ok Value 5.8 5% _29% | over year), modest base-rate relief, favor- ings estimate to reflect reasonable regu-

Cal- | OUARTERLYREVENUES{Smil) | Fun | able returns on nuclear and environmental latory relief,

ondar |Mar3) Jun3) Sep.d0 Dacdl] Yeer | jnvestments, and lower operation and The company’s Smert Grid program
2006 2250 2316 2731 2273 [9570 | maintenance costs. Gains were partially received s boost. PGN was recently
2007 12072 2128 2750 2202|9183 | offset by declining retail growth and share awarded $200 million in federal stimulus
2008 (2066 2244 2695 2161 | 0167 | dilution, stemming from PGN's issuance of money to aid the development of new
2009 12442 2312 2824 2322 ) 9900 | 14 4 million common shares last January. Smart Grid infrastructure. The U.S. De-
2010 12500 2450 3150 2400 0500 | From a geographic standpoint, Progreas partment of Energy distributed the funds
Cal EARNINGS PER SHARE A Ful | Energy Florida (PEF) posted a bottom-line as part of the %.4 billion nationwide
endar | Mar.31 Jun.30 Sep.30 Dec31| Year| gain of 13%, while Progress Energy Caro- project to upgrade the country’s power
2006 | 3 08 142 51 | 205) lina’'s (PEC) earnings retreated roughly grid. The grants will be split evenly among
2007 ) 6 4 127 3% | 269 3%. Both regions continue to be impacted PGN’s Florida and Carolina utilities.

2008 | 88 .77 118 431 296} by lower consumer demand, reflective of The stock’s main appeal is its ade-
2009 6 62 12 55| 305 the wepk economy. quately covered dividend. The stock
W0 | 68 .67 125 .55 | 35| pEF’s yate case ruling has been lacks attractive total return potential over
Cal- | QUARTERLYDIVIDENDSPAID=B} | Full | delayed. The Florida Public Service Com- our 3- 5.-year outlook. However, at its cur-
endar |Mac3t Jun3) Sep.30 Decdi) Yeor) mission announced it will delay its deci- rent quotation, it is yielding 6.5%, well
2005 |59 59 58 59 236 | sion until January, 2010, previously sched- above the 4.8% utility average. Further-
2006 { 805 605 605 605 | 2421 uled for mid-November. PEF was seeking more, management appears comimitted to
2007 1 61 61 61 61 2441 a base-rate increase of $499 million, or ap- slowly increasing its payout, as it has done
2008 | 615 615 615 815 | 248 proximately 11%. The request is based on so for 21 consecutive years.

2009 | 62 62 62 62 an ROE of 12.54% on a common equity Michael Raity November 27, 2009
A) EPS diluted. Excl. nonrecur.: '00, 63¢; '01, | Aug, and Nov. mDivd reinvestment plan avail- | common equity. In ‘88 in N.C.: 12.75%; in '88 Com&ung'a Financlal Strength B+
75¢); '02, (§1.32); '03, (3¢); '05, (39¢); '07, | able. t Shareholder investment plan avail. in 5.C.: 12.75%; in '02 in Fla.: rev. shaing in- | Stock's Frice Statillity 100
73¢). Naxt egs. report dug early Mar. éc Inch. def. charges in ‘08: $32.75/sh. centive plan; eam. on '08 avg. com. eq.: 9.6%. | Prlce Growth Persistence 25
B) Divids historically paid In early Feb., May, | {D} Rate Base: orig. cost. Rate allowsd on | Regul. Clim.: Avg. (E) In miliions. Ezmings Predictabllity 80
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KPSC Case No. 2009-00459 .
Staff 2nd Set of Data Requests
Order dated February 12, 2010

1 Na_20) R ————
- PAITEDE RECENT PE Traling: 10.5) RELATIVE TN VALUE
P, ENTERPRISE GPurseree 1R 31,62 o 1020 E0[EENES 0,64 H0e-4:0% Rl 163
’ High:| 21.4] 213 250] 258| 236 223 263[ 342] 36.3| 49.9| 523 840 i
THELNESS 3 westioams | [IOF| 13| 231 2501 281 281 28] 2030 2] o) aef s2al sig - | Target Price Range
SAFETY 3 Lowmed LEGENDS
w tecHuicat 4 wy | o Oy e e 128
) Lowmisd 8005 | Relative gr{ce Strength 96
BETA 80 (1.00=Markel) Zlor1 spit 208 APTE] 26
2012-74 PROJECTIONS Shaded area; prior recession g 4 64
Ann't Total| Latest recession began 1207 | [ L 4 o p 4 L eeeandeea 48
Price  Galn  Retum RITTITIAR L IYUIN - 40
ﬁ‘gv? gg +‘17(S)°§° 12?2 R TN L I il YUV D TR PTTTRY S 32
o +10% o, T PRTEA L [Tk
Insider Declsfons _Wﬂlm i ,ﬂ“T!/‘ — = = u L !l o
JFHAMJIJAS Al T e
By 00000000 Q— Ll it |‘1,|LI " 18
Opions 100100000, L R e NP 12
sl 10010001 0%, g R I SR o e R ey L ] ] % TOT. RETURN 7/09
Institutional Declsions™ | " A - I - ™ “ ) " THS  VLARITH,
om0 | porcen 12 - i! ul ] U
toBuy 208 235 232 shases 8 N i ] bt OO I 4l Hhl g g 0L
fo Sell 188 199 198 yraded 4 listt I ﬁHH‘} lﬂﬂ 44 6"2 %1 B
Hid'slooo) 303240 307286 306963 T Syr. 89, 242
1993 | 1994 | 1895 | 1996 | 1997 | 1998 | 1999 | 2000 [ 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2670 | ©VALUE LINE PUB, INC] 12-14

N7} 12091 12601 12841 1373; 1276) 1501 2283 | 2384 ) 1862 ) 2354 2309 | 2474 | 2407 | 2528 27.94| 2430| 25.10 |Revenues per sh 30.00
2571 267 273 258| 257| 283 282 271 3141 301 292} 302 342 391 | 436| 468 480 520|“CashFlow" persh 6.25
1361 1391 1364 123| 121] 140y 156] 178} (85, 188) 188} 152} 179| 85| 259) 230) 285 325 |Eamingspersh A 3.75

108) 108 108) 108 108 108] 108] 108| 108 108 1.08| 10| 112 14 1471 128 133 140 {Div'd Decl'd per sh Ewf 1.70
7] 174 189 125] 147 145] 1341 231 4991 403] 286 264 2041 201 | 265] a50| 385] 640 Cap’l Spending per sh 4.00
1053) 1085] 1113 11.16) 1128 10989 923} 0.6t 1005 885| 11.71 | 12051 1199 1335 | 14.95| 1536 | 17.00| 18.90 |Book Value persh© 24.00
487.38 | 489.40 | 489.40 | 466.94 | 463,92 | 463.92 | 432,83 | 415.94 | 411.68 [ 450.53 | 472.27 | 476.20 | 50233 | 505.29 | 508.52 | 506.02 | 506.00 | 506.00 | Common Sns Outst'g ® | 490.00

128\ §8) 104 12{ 108 27| 125] 103|120 100 106| 143 | 18| 178 | 65| 136 Hoia fighres era |Avg ANNTPIE Rallo 725
73| 65| 0 g0 &) 86 N 670 61| s5¢ 60| 76 e8{ 96{ 8| 81| Vewsilme I|Relative PE Aatio 85

65%| 79%| 78%| 78% | B2% ) 61%| 55% | 59% | 49% | 57% | 54% | 51% | 38% | 35% | 27% | 33% Avg Ann'l Div'd Yield 37%
CAPITAL STRUCTURE as of 9/30/09 6497.0 | 9498.0 | 9815.0 { 8390.0 | 11116 | 10996 | 12430 | 12164 | 12853 | 14133 | 12300 12700 |Revenues ($mitl 14700
Totah Debt 584570 mill. Due In 5 Yrs 853520 mill | 7800 | 8580 | 8420 | B428 | 8560 | 7250 | 8620 | 934.0 | 13230 | 14770 | 1505|1665 |Net Profit (Smilh. 1845
Il;rzlog?tza;l:?iiege%u":i’t‘ite dg["'{‘j‘s"“’sm“73°m"" ATF% | 364% | 307% | 27 | 352% | 38.1% | 30.6% | B.6% | 445% | 45.9% | 30.0% | 35.0% [Tncomo Tax Rate 0%
(LT interest oamed: 5 75) .- - - -] 189% | 15.0% | 115% | 47% | 27% | 32% | 3.0%! 3.0% |AFUDC%toNetProft | 20%
468% | S04% | 67.8% | 67.1% | 69.8% | 69.0% | 64.9% | 60.3% | 54.0% | 50.5% | 50.5% | 43.5% |Long-Term Debt Ratio | 43.0%

Leases, Uncapitalized Annual rentals $39.0 mill.
Pension Assets-12/08 $2.36 bill. Obllg. $3.57 bill. | 4D.9% | 3B.1% | 27.2% | 24.3% | 20.8% | 30.6% | 34.6% | 39.2% | 455% | 49.0% | 49.0% | 55.0% |Common Equity Ratio | 57.0%

PId Stock $80.0 mill _ P1d Div'd $4.0 mill 97790 | 10501 | 15198 | 16378 | 18554 | 18744 | 17381 | 17197 | 16041 | 15856 | 17475 | 17075 | Yotal Capital {§mill 20700

795,234 Shis. 4081 10 5.927%, cum. $100par,cal | 70780 | 77020 | 10064 | 11449 | 12422 | 13750 | 13336 | 13002 | 13275 | 14433 | 15850 | 17900 |Net Ptant (gmil) 20700

Irom $102.75 to $103.00 a sh. S5% | 98% | T4% | 12% | T0% | 63% | 73% | 7.7% | 104% | 112% | 10.5% | 11.5% |Retum on Tola CapT | 705%

Common Stock 505,980,424 ghs. 160% 1 16.5% | 172% ) 15.6% | 163% { 125% | 141% | 137% | 17.9% | 18.8% | 17.5% | 17.5% |Retum on Shr. Equity 15.5%

o e as of 10/15/09 17.2% | 19.4% | 18.6% | 19.7% | 15.4% | 12.6% | 142% | 13.8% | 18.1% | 19.0% | 17.5% | 17.5% |Relum on Com Equity & | 15.5%
& | MARKET CAP: $16 bilion {Large Cap) 58% | 75%) 78% | 83% | 65% | 35% | 53% | 53% | 9%%| 105% | 9.5% | 10.0% |Relainedto ComEq 85%
ELECTRIC OPERATING STATISTICS Td% | 65% ) 62% | 61% | 58% | 73% | 63% | 62% | 45% | 45% 7 45% 43% |AlDiv'ds to Net Prof 46%

Y Rl Sees (K 2920'2 232; 20,\?2 BUS}NESS: Public Sewic}a Enteyprise Glgup Incorporaled is a  ing down dafa on efectric and gas operating statistics in ?002, Fuel

Al Use(MW% NA NA NA ho[dmg company for Public Sgrwce Electng:land Gas Company, costs: 55% of revenues. '08 reported deprec, rale (utifity): 2.5%.
Avglndustﬂm&ef i) NA NA NA | which serves 2.1 million electiic and 1.7 milion gas customers in  Has 9,800 employess. Chatrman, President & Chiet Executive OF

Ceacky at Peck (i Nﬁ sA ﬁﬁ New Jersey. PSEG Power is a nonregulated power generator with  ficer: Dr. Ralph fzzo. Incomorated: New Jersey. Address: 80 Park
%%Sgan&? | QA NQ NA | Nuclear, gas, and coalfired plants. PSEG Energy Holdings is a Plaza, P.O. Box 1171, Newark, New Jersey 07101-1171. Tele-

%Qwﬁmm(ﬁm) 330 +1.0 NA | power producer domestically and abroad. Company stopped break-  phone: 73-430-7000. Infemet; www.pseg com.

' Public Service Enterprise Group’s figure includes $0.05 a share of charges in

Fued Charge Con. % 242 386 528 1b. VI ; 2 : )

:NNU ALR A(T)ES et Pasl Estd 0508 utility subsidiary has revised its rate the first nine months of 2009 that the com-
sys.  to'pr4 | application. Public Service Electric & pany is excluding from its guidance.

ofchange fpersh) 10 Vs, ; . : f N
Revexguc‘ap: ) 70% 30% 25% | Gas raised its eleciric and gas requests by We expect higher profits in 2010,

;:Cas.h Flow" gg’;ﬁ» gg‘;ﬁ: gg‘ff; $13 million and $9_ million, respectively. That’s based on our expectation of higher
Dgr?]d'gggs $0% o0 60w | PSB&G is now seeking an electric rate in- margins at PSEG Power, rate relief at
Book Value 25% 70% 9.0% | crease of $147.0 million and & gas tariff PSE&G, and a return to normal weather

" hike of $105.9 million, based on a return of conditions. We're sticking with our fore-
eﬁsi,', Mf,%‘}”&ﬁ%“gﬂg%%“'gg‘c):,, \l!::z:)r 11.5% on a common-equity ratio of 51.2%. cast of $3.25 a share. Wall Street is look-
2006 | 481 o5 apiz  ou35 |izie4| Lhe utility clearly needs rate relief; it ing ahead to 2011, however, and there is a
2007 | 3508 2718 336 2071 | 1oss3 | earned an ROE of just 8.6% for the 12 chance of little or no earnings improve-
2008 | 3792 3367 3718 3267 (14139 | months that ended on September 30th. ment based on forward prices for power
2000 | 3021 2561 3039 2779 | 12300 | Further revisions are possible in early and the fact that a portion of PSEG
2010 | 3500 2600 3400 3000 |12700| 2010. An order from the New Jersey regu- Power’s expected generation is unhedged.

car EARNINGS PER SHARE A P lators is expected in the first half 0f 2010.  We look for a dividend increase in the
endar |Mar31 Jund0 Sep30 Decdi| vear | We estimate that earnings will wind first quarter of 2010. We estimate that
W6 & 3% 75 34 | 18] up slightly higher in 2009. At PSEG the board of directors will raise the annual
2000 | 64 56 9 43 | 259| Fower the company’s nonregulated power- dzsbu;sement by $0.07 a share (5.3%).
2008 | 8 64 94 47 | 200 generating subsidiary, contracts that were This increase would be larger than the one
009 88 & 9 50 | 205) signed a few years ago have expired and the board declared earlier this year but
010 | 95 68 110 52 | 325| were repl}:aced bfy 1contracl:s wit:hl higher smaller than that in 2008. PSEG is target-

X Bo margins. Lower fuel costs are a plus, too. ing a 40%-50% payout ratio.

,,23'3, h?:fﬂE ;jtvngrg;ug:n.sagm%ec’; 5:;', On the other han}i, the weak economy and We have a neutral stance towards this
205 | o8 28 "‘228 o8 | 11o] 20 unusually mild summer reduced the stock, Compared with other utilities, its
2006 | 285 o285 85 o085 | 114] demand for power (This hurt PSE&G's below-average yield is offset by 3- to 5-
2007 | 2025 295 o925 o925 147] profits, as well) Qur estimate of $2.95 & year total return potential that’s a cut

2008 | 3225 325 3095 35| {29| share is below the company’s targeted above average.

: 2000 | 3905 35 839 range of $3.00-$3.25 a share because our Paul E. Debbas, CFA  November 27, 2009

7 éA) Diluted EPS. Excl. nonrec. losses: '99, | due late Jan. (B) Div'ds historically paid in late | $12.69/sh. (B) In mill, adj. for split. (E) Rale Comﬁany's Financla! Strength Bi+
175 net; '02, $1.30; ‘05, 3¢; '06, 35¢; '08, | Mar, June, Sept, and Dec = Div'd reinvest- | base: Net original cost, Rate allowed on com. | Stock's Price Stabliity 90
96¢; gains (loss) from dist. ops: '05, {33¢); | men! plan available. + Shareholder investment | eq. in '03: 9.75%; samed on avg.com. eq., '08: | Price Growth Persistence 80

08, 12¢; '07, 3¢;'08, 40¢. Nex earnings report | plan available. (C) Incl inlang In '08: | 19 2%. Regulatory Climate: Average. Earnings Predictability
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15.00
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16.66
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20.82
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2328
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1940
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20.27

1060 850 12.50

2705 | 28.55
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25.30

Cap'l Spending per sh

25:81 Book Value per sh ©

96.04 | 103.62 107.32

103.57

103.57 | 104.73 | 104.73 | 110.83 | 11074 | 11300 | 115.00

117:00 118.00 | 124.60 | 131,00 |Common Shs Outst'g © | 741.00

325

128
76

123
82
8.3%

140

134
.92 y

7

82 .
59%

5.5%

58%

6.3%

145
75
50%

122
87
4.5%

130
74
4.2%

144
7
3.9%

125
81
4.3%

126
65
4.4%

136
72
4.0%

175

5.2%

127 135
76

4.9%

Avg Ann'l PJE Retio
Relative P/E Ratio
Avg Annvl Div'd Yield

150 Bold figires ere

k Value Lina .
43% aetimales 45%

mifl.

LT Debt $4166.0 mill,
(LT interest earned: 3.3x)
Leases, Uncapltallzed Annual rentals $18.0 mill,
Penslon Assets-12/08 $629.4 mill. Oblig. $709.5

Pid Stock $113.0 mill.
125,209 shs. 5% cum., $50 par., callable $52 50;

220,287 shs. 4.50% to 6.00% cum., $50 par, call-

able $50 50 fo $51.00; 1,000,000 shs. 6.52% cum ,
$100 par, caltable $100.00.
Common Stock 123,132,614 shs. as of 10/31/09
MARKET CAP: $4.3 billlon (Mld Cap)

CAPITAL STRUCTURE as of 9/30/09
Total Debt $4507.0 mill, Due In 5 Yrs $1883 0 mill
LT Interest $231.0 mil,

Pid Div'd $7.0 mill

29540 ATTN0

2580

3416.0
2850

38850
305.0

34330
2280

3451.0
2310

1650.0

1600 306.0

5050
505

4200 | 4300
70| 3%

53190
353.0

4621.0
3270

Revenugs ($mill)
Net Profit ($mill}

3230 \
-~ | 265%
2.6%

322%
13.5%

31.5%
10.5%

32.5%
8.5%

34.9%
11.3%

38.2%
3.9%

1.0%

4.4% 3%

355%
15.0%

31.0% | 35.5%
200% | 10.0%

Income Tax Rate
AFUDC % to Ned Profit

35.4%
8.5%

292%
48%

51.4%
46.6%

50.9%
47.2%

55.7%
42.1%

57.1%
40.8%

55.4%
426%

57.4%
40.3%

53.9%
438%

40.8%
54.8%

55.5%
43.5%

58.0% | 565%
40.5% | 425%

48.4%
49.7%

58.0%
40.5%

Long-Term Debt Ratio
Common Equity Ratio

6027 0
70070

51760
54740

§752.0
6762.0

§739.0
67340

5006.0

X 5646.0
4803.0

6417.0

38290
38280

50480
u7s0

10850
13450

59520
7538.0

7519.0
8305.0

8320 8840
9255 | 9980

Total Capital (Smill)
Net Plant (§mill)

70%
13%
1.6%

6.9%
11.8%
12.1%

7.1%
11.9%
12.2%

14%
116%
11.8%

68%
103%
10.5%

59%
1% | 10.6%
1% | 10.8%

68% [ 69%
100%

10.2%

6.0%
10.5%
10.5%

62% 1 60%] 60%
1.2%

11.4%

13%
10.6%
10.8%

. Hetum on Total Cap'l
10.5% | 10.0% |Return on Shr, Equity
11.0% | 10.6% |Retum on Com Equity &

k
¥ el
P

ELECTRIC OPERATING ST%TISTlCzSOD
et
58

Fevs. perM {4
Yearend
Summer

6
Anal Load Factor { &' 57.5 6.7
% Change Cestormers (yr-end)

-14
12005
6.16 530
5749
474

-~} 48% ] 48% ) 55% ) 55% | 56% | 53% | 38%
99% ) 57% | 66% | S4% | 55% | 55% | 56% | 65%

40% | 44% | 40%| 3.5% |Retalnedto Com Eq 45%

B4%{ 62% 65% JAll Div'ds to Net Prof

BUSINESS: SCANA Corporation is a holding company for South
Carolina Electric & Gas Company, which supplies electricity o
664,000 customers in South Carofina. Supplies gas and fransmis-
sion service 10 1.2 milfion cuslomers in Nodh and South Carolina
and Georgia. Owns gas pipelines, Acquired PSNC Energy 2/00.
Electric revenue breakdown, '08: residential, 41%; commercial,

31%; Industdal, 17%; other, 11%. Generaling sources, '08: coal,
64%; nuclear, 18%; ofl & gas, 12%; hydro, 4%; purchased, 2%
Fuel costs: 65% of revenues. '08 reported deprec. rale: 3.1%. Has
5,800 employees. Chaimman, President & CEO: William B. Timmer-
man. Inc.: South Carolina. Address: 100 SCANA Parkway, Cayce,
SC 29033. Tel.: 803-217-9000. {ntemat: www.scana com.

Fixed Charga Cov. (')

261 272

276

ANNUAL RATES Past
of change {per sh)
Revenues
“Cash Flow"
Eaming!
Dividends
Book Value

10 Yrs, 5Yrs,
6

S 30%
1.5% .
45%  4.0%

Past Est'd '06-'08
101214
-2.5%

Cal-
endar

QUARTERLY REVENUES {§ mill)
Mar.31 Jun30 Sep.30 Dec.3i

1389 9440 1062 1168
1363 1007 1079 1172 4
1533 1218 1266 1302 |5
1343 8780 9210 1058
1250 900 1050 1100

EARNMNGS PER SHARE A
Mar3t Jun30 Sep.30 Dec.dt

80 4% 76 &7
a s
80 7
8
8B T

2.59
274
2.95
2.95
3.60

QUARTERLY DIVIDENDS PAID Bes ¢
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

36 39 % 39
39 42 42 A2
42 A4 A4 A4
4 46 46 46
46 A7 47 47

1.54
1.65
174
182

We now estimate that SCANA’s earn-
ings will be flat in 2009. We raised our
share-net estimate by a dime because
third-quarter profits were better than we
expected, thanks to a tax refund. Our re-
vised estimate is at the upper end of the
company’s targeted range of $2.80-$2.95.
Rate relief (discussed below) and the bene-
fits' of an improving economy should en-
able earnings to advance slightly in 2010.
We're sticking with our estimate of $3.00 a
share,

South Carolina Electric & Gas re-
ceived a $22.5 million (1.1%) electric
rate hike under the Base Load Review
Act (BLRA). The BLRA enables the utili-
ty to receive rate relief annually (outside
the parameters of a general rate case) to
recover the construction work in progress
for base-load generating facilities such as
the nuclear plant that SCE&G is propos-
ing to build. This facility would provide
1,229 megawatts of capacity at a cost (in-
cluding transmission) of $6.9 billion. The
company won't be able to begin construc-
tion until it obtains a license from the
Nuclear Regulatory Commission (probably
in the second half of 2011), but it is incur-

ring preconstruction costs for things such
as site preparation. The BLRA lessens, but
does not eliminate, the risks associated
with building such a large project.

SCE&G received a gas rate increase,
as well. Gas tariffs were raised by $13.0
million (2.4%) at the start of November.
Under state law, the utility was entitled to
an increase because its earned return on
equity was more than half a percentage
point below the allowed ROE of 10.25% for
the 12-month period that ended on March
31st.

A general rate application is possible
in 2010. The state of the economy will
play a part in determining whether
SCE&G files a rate case.

We expect a dividend increase in the
first quarter of 2010. That has been the
pattern in recent years. We estimate that
the board of directors will raise the
quarterly disbursement by one cent a
share (2.1%).

For utility investors, SCANA stock of-
fers a yield and 3- to 5-year total re-
turn potential that are somewhat
above the industry averages.

Paul E. Debbas, CFA  November 27, 2009

(A) Excl. nonrec. gains {losses): '35, (16¢); '97, | paid in early Jan., Apr., July, and Qct. & Div'd
16¢; '99, 29¢; ‘00, 28¢; ‘01, $3.00; ‘02, ($3.72); | rsinvestment plan avail. t Shareholder Invesl-
103, 31¢; '04, (23¢); '05, 3¢, '06, 9¢. Next earn- | ment plan avail. (C} Incl. intangibles. In '08:
ings reporl due mid-Feb. {B) Div'ds historically | $7.67/sh. (D) tn miilions. (E) Rate base: Net
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BETA 85 (100=Marke) gnssedge; o SRR NN RNURNNE AN AN FETYES EEETY 64
" 20721 PROJECTIONS | Latest recossion bogan 1207 L ST TS S 18
Annt'l Total [ /1|” "
ah G5 (saa) 195 = ' et 32
e % 13 %% a1 e WAL 2
Tnsider Declsions - . ".‘"""l oL i - 20
MANJJIASON e U SN SR NN I, b
By 0000000 D0Q e it L et e | - 2 -
Oons 124330001 ¢
Wit 224482012 Ll % TOT. RETURN 1209 |8
Institutional Demnzm 1 I } s, vm' ,ﬁf‘éx“'
3 i 1 |
o "?‘?g 2y 183 | oent 12 —1y. 356 608 [
% 185 176 198| yaded 4 —tyfi—d T3y, 82 19 [
| M) 150086 160708 160869 | Sy 741 259
1993 [ 1694 [ 19957 1996'| 1997 | 1998 ] 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | ©VALUE LINE PUB, INC{ 12-14
1689] 1701 1605] 17001 1951| 2331| 2289 | 3538 | 3827 | 2938 | 3481 | 4018 | 4564 | 4480 | 4379 4421] 31.05| 36.15 |Revenues persh 46.00

395 401 433| 483( 527] 516f 53| 491 5331 57 556| 688 596 674 693 740 8.00{ 8.70"Cash Flow" per sh 10.75

181 1751 194 1981 220 124 166 206f 2551 279 3o 393 352 42 426 449 4.80| 510 |Eemingspersh A 6,00

148] 152] 156] 156 1.56 1.56 1.56 100 1.0 1.00 1.00 100) 1.16 1.20 1.24 1.37 156 | . 1.72 [DivdDecl'd pershBwy 210

320 226 1.89 179 174 185 248 376 522 592 463 462 546 728 770 8471 10.35] 10.25 Cap't Spending per sh 250

1301] 1265] 13041 13461 1382 12201 1258 | 1235| 13.47 ) 1379 | 1747 | 2078 | 2395 | 2866 | 31.87| 3275| J3565| 39.10 |Book Value persh © 50.75
11650 ] 11654 | 11654 | 116,63 | 11353 | 237.00 | 237.40 | 201.90 [ 204.48 | 204.91 | 226.60 | 234.18 | 257.19 | 262.01 | 261.21 [ 243.32 | 246,50 | 249.00 {Common Shs Outst'g P | 250.00

1437 18] 112 13 108) 211 128 94 87 82 90 86 118 115 14.0 18 10.0 Avg Ann' P/E Ratio 14.0

B4 n 75 Nl 621 110 Vi ] 61 50 45 51 45 63 62 74 72 .65 Relative P/E Ratio 95

57% | 74%] 72| 70% ) 66%| 60% 74% ) 52% ) 41% | 44% | 37% | 28% | 28% | 25% | 24% | 26%| 32% Avg Ann't Div'd Yield 25%
CAPITAL STRUCTURE a3 of 8/30/08 54350 | 7143.0 | 8029.0 | 60200 | 7887.0 | 9410.0 { 11737 | 11761 | 11438 | 10758 | 7650 9000 |{Revenues ($mill} 11500
Total Debt §8318.0 mill. Dua In 5 Yrs §3022.0 mill. | 4050 | 440.0 | 534.0 | 5860 | 655.0 | 930.0 | 838.0 | 11180 | 11350 | 11230 | 1205 1305 | Net Profit {$mil) 1530
LT Debt $E845.0 il QX;-T'"‘“S‘ $380.0mil. a7, | 350% | 286% | 19.0% | 232% | 178% | -- | 31.3% | 936% | 292% | G0.0% | 30.0% [lncome Tax Rate 0%
&a;si’i,ncap,wm Annualrentals $90.0 i, |_22% | 36% | 52% | 108% | B4% | 20% | 53% | 7.2% | 115% | 132% | 120% | 120% |AFUBC %o NetProft | 100%
Penaion Asssts-12/08 $1.74 bili. Oblig. $2.87 bill, | 47.6% | 56.2% | 55.7% | 58.6% | 48.4% | 45.3% | 43.1% | 37.0% | 34.8% | 445% ) 47.0% | 46.0% Long-Term Debt Ratio 44.5%
Pfd Stack $179.0 mill. Ptd Diy'd §9.0 mill. 49.0% | 4D4% | 41.9% | 38.6% ) 49.0% | 52.6% | 55.9% | 61.4% | 63.7% | 54.2% | 52.0% | 53.0% |Common Equity Ratio 55.0%
1,373,770 shs. 4.40%-5% cumulalive, $20 par, call- |76082.0 | 6166.0 | 6532.0 | 7312.0 | 7931.0 | 92550 | 11178 | 12228 | 13071 | 14692 | 76925 | 18400 |Yotal Capttal (Smill} 23100
igie:}%éigf:s%ogggggssh&g%ogéB&Cgén 5394.0 | 57260 | 6217.0 | 68320 | 10474 | 11086 | 12101 | 1375 | 14884 | 16865 | 1650 | 2025 |Net Plant {§mil}) 24000
$475 com. o pr e $100610150:611073 | O%% | 0% | 102% | 98% | 98% | 113% | 92% | 103% | 8G% | 85% | B5% | 8% [Retumon Toll Capl | G.0%
shs. 6% cum, £25 pa 127% | 16.3% | 184% | 199% | 16.0% | 18.4% | 14.1% | 145% | 13.0% | 138% | 13.5% | 13.0% |Retum on Shr.Equity | 12.0%
Common Stock246442 856 shs. as of 11/5/09 13,2% | 17.2% | 19.4% | 20.4% | 16.6% | 18.9% | 14.4% | 14.8% | 13.5% | 14.0% | 13.5% | 13.5% [Return bn Com Equity &| 12.0%
MARKET CAP: $13 billlon (Largs Cap) 9% | 74% | 10.9% | 131% | 113% | 149% [ 104% | 1.0% | 97% | 97% | 90%) 9.0% |Retainedto ComEq 80%
ELEGTRIC OPERATING STATISTICS 9% | 58% | d40% | 3% | 3% | 2% | 3% | 26% | 2% | 3% 3% 33% ANDiv'dstoNet Prof 35%

e Sels (V) 23593 2‘19; 23102 BUSINESS: Sempra Energy is a holding company lor Sgn Diego  power, the rest is nuclear and gas. Has various nonulility subsidi-

Qm 506 4474 4569 | Gas & Elactic Co., which sells eleclricily and gas mainly In San aries (47% of ‘08 eamings). Acg'd EnergySouth 10/08. Power
mmm%% [C] 8.00 1006 9.15 | Diego Gounty, & Southem Califomia Gas Co., which distributes gas  costs: 54% of revenues. '08 deprec. rate: 3.0%. Has 13,600 em-
PQMM -l m; NME ng to most of Southem California. Cuslomers: 1.4 million electric, 66  ployees. Chairman & CEO: Donald E. Felsinger. President & COO:
Areua Lo Fackr NME  NMF  NMF mitllon gas. Eleplric revenus breakdown, '08: residenlial, 42%; com- Neal E. Schmals. Inc. Califomja. Address: 101 Ash 8t, San Diego.
%mm&m 4+1.3 +7 +5 | merclal, 37%; industial, 8%, other, 12%. Purchases most of ils  CA 92101-3017. Tel. 619-696-2034. Intemet: www.sempra.com.

p o ; Wall Street is awaiting an announce- last fall. Sempra’s share of the cost was
iﬁﬁ:ﬁ?ﬁés Tadt 40:3 yory 4;3.d 'ossj(?a ment regarding Sempra Energy’s joint $1.7 billion. The company’s two utility sub-
of chang{per ) 10Ym B¥m venture with RBS. The joint venture for sidiaries are building an advanced meter-
Revenuas 85% ° 509 5% | this commodities (mainly energy related) ing system for a total of $1 4 billion, and
'égfnﬁh Flow" 33"4" g'g:/z gg‘Zg trading operation has been in effect since San Diego Gas & Electric is seeking some
Bvidongs 20% 50% 4gsv | the start of the second quarter of 2009. remaining approvals that it needs before it
Book Value 30% 160% 85% | The stmcti‘ure (éf the agrelslment is very a}ilt- galrll construct a transmission line for $1.9

tractive for Sempra aintaining the billion.
egg'é"r M%W;%E\gg%%(sgwm ";:;‘, status quo is not an option becaiise Euro- We have lowered our 2010 earnings
2006 | 333  o4gs 2694 3245 |1i761 | Pean regulators are forcing RBS to sell its estimate by $0.15 a share, to $5.10.
2007 | 3004 2661 2663 3110 (11438 | Stake. It is possible that another bank will That's because interest expense will proba-
3008 | 3270° 2508 o692 2203 |1o7s8 | purchase RBS's 51% stake in the opera- bly be higher. than we had expected, fol-
o000 | 2108 1689 1853 2000 | 7g50 | tion, or will make an offer for the whole lowing the issuance of $750 million of
2010 | 2400 2000 2100 2500 | 9000 business. On the other hand, it is not out long-term debt last fall. Our revised profit
ot EARNINGS PER SHARE A Fall of t?}e question that Sempra will buy estimate for 2010 is still within Sempra’s
onder |Mar31 Jun30 Sep.30 Decdi| Yeor | RBS's share. If a bank buys the entire targeted range of $5.00-$5.25 a share.
W61 S0 1120 13 | 4% business, Sempra would probably use at We est'lmatc_a that thg _board of dlreg-
207 | 8 106 124 110 | 425| least some of the cash to repurchase stock tors will raise the dividend later this
2008 | & 98 124 130 | 443| and retive debt. It might also use the month. This is when the directors normal-
2008 | 129 106 197 118 | 480| money to fund acquisitions. However, the 1ly consider a dividend hike. We estimate a
2010 | 130 120 130 130 | 510 sale of téxe whole operation gould ll])e dilu- ‘boolst of $0.04 éa share élo 3‘{? in tlﬁe qut%r-
ARTERL Ba tive to Sempra’s earmngs ote that our ‘terly payout, but we don’t know how the
uﬁgﬁ, l?;’rm Juﬁ%ugeﬁgﬂgec :];1 v;:;', estimates and projections are for Sempra situation with the RBS joint venture will
0061 %9 A0 A0 30 119 in its current configuration. . affect the board’s decision. L
2007 | %0 31 3 3 123 Meanwhlle! the company continues to Investors should stay on the sidelines
08 | 31 32 45 35 113] proceed with some large projects. It for mow. An unfavorable outcome to the
2009 | 35 49 89 49 152 | owns a 25% stake in the Rockied Express joint venture might hurt the share price.
2010 | 39 gas pipeline project that was :completed Paul E. Debbas, CFA February 5, 2010
(A) Diluted egs. Excl. nonrec. galn (losses): Next egs. report due late Feb. (B) Divds histor. | mill, Excl. ESOP shs. (E) Rate base: Nstorig. | Company's Financlal Strength A

05, 17¢; '06, (6¢) '09, {26¢); gain {losses) paid mid-Jan., Apr., July & Oct = Jivid reln- | cosl. Rale alfd’on com. eq.: SOG&E in '08, Stock ’s Price Stability 95
from disc. ops: '04,{10¢}; '05, (4«‘,) ‘06, §1.21; | vest plan aval, Y Shareholder invest. plan 11.1%; SoCalGas in ‘03, 10.82%; sam. on avg. | Price Growth Perslslence 100
07, {10¢). 'OB EPS don't add dus to rounding. | avail. (C) Incl. intang. in '08: $10.38/sh. (D} In | com. eq '08: 13.6% Heg Clim.. Above Avg. | Eamings Predictability 95
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:ﬁ;‘;ﬁ:ﬁ":ﬁfn g‘é’:'»agx)'-”"‘ms‘530‘0’""“ S50% | 445% [ 4d8% ['a52% | 'S31% | 456% | a4 1% | 31 2% | 905% | 422% | 7005 | d00% Incomse Tax Rafe YA
Leases, UncapHallzed: Ann. rentals $13.1 mi A | ddh| 9% | Si% | 86% | 4% | 00% ) 0% | 83| 8a%| so%| ao JAFUDC % toNet Prafit_ | £.0%
505% | 52.2% | 49.9% | 450% | 50.1% 47.2% | 47.2% | 47.0% ) 50.8% | 53.6% 52.0% | 52.0% |Long-Term Debit Rati 52.0%
Penslon Assets-12/08 $212 mill. Obllg, $348 mil. | 44.6% | 47.8% | 50.1% 55.0% | 49.9% | 528% | 5268% | 53.0% 49.2% | 464% | 48.0% | 48.0% Common Equity Ratio 48.0%
PfdélockNun 1026.5 | 1001.3 | 9986 | 8778 | SBap 103916' 10315 | 8602 | 9436 ) 10336, Jo0% 1250 { Total Capital (§mill} 140
8 5215 550.7 | 5464 | 5171 5488 5639 | 5921 | 6470 | 8784 10738 11501 1160 Ne!Plant(SLﬂ]) 1250
Common Stack 29,529,591 shs. TV 19% | 1% [T 73% |T43% [ 45% | 41% | 65% | 62| 614 60%| 5% Return on Tofal Cap | 65%
as of 10/28/08 : 10.3% | 125% | 11.9% | 9.1% | 6.0% 67% | 58% | 99% | 10.1% | 104% 10.0% ) 10.0% [Return on Shr, Equity 10.5%
~ MARKET CAP: $825 millon (Small Cap) 4% | 125% | 11.8% | 9.1% 1 60% | 67% | 58% | 9.9% { 10.1% | 10.1% 10.0% | 10.0% {Retumon Com Equity B| 10.5%
" | ELECTRIC OPERATING STATISTICS 29 | Q% | 98 | & | NME NN | AMF [ NMF | 8% | 10% | 10% | 75% [Relned fo Com Ey | 25%
. RS 201 20'\\)4‘[[ 2%03 T6% | 68% | 68% | 93% [ NMF | NMF NMF | NMF 70%J % 1 91% | 87% |ADiv'ds to Net Prof 76%
™ wmm 535‘7 55'5 650 BUSINES§: uiL Holdings, parent of The Unitdd Uiurpinaling Com- 2006, Fuel cosls: 54% of fevenues; labor costs, 14%. 2008
Avg,ird&ﬂmm {t) 10.2 9.9 84 | pany, provides electricity to 324,000 customers in largely urban and  deprecialion rate; 4.0%. Has 981 employees. Non-Executive Chalr-
ng?m . m &IQ ﬁﬁ suburban southern Conneclicut. Revenue distribution: rosid, 40%; man: F. Patrick McFadden, Chist Executive Officer & President:
Aory Losd ke NA NA NA | commer, 47%; indust, 12%; other, 1%. Largeslvlpquslrial custom-  James P. Torgarson, Incorporates: Connecticwt. Address: 157
% Change Customers fyr-eng) Nit  +58 Nil | ers: primary melals, fabricated mietal products, trénsportation equip- Church. Strest, P.O. Box 1564, Naw Haven, Connecticut 06506-
- cM%) . ment. Sold Amerlcan Payment Systems in 2004. Sold Xealecom In 0901. Telephone: 203-499-2394. Internel: www.uil.com,
ANNm RATEs Pal " Pai Eetdwoe3 UIL Holdings posted mixed re-s’ult.s_ in along as scheduled, with Devon set to
detangafpersh)  10¥rs,  S¥m iz | the third guarter. The Conneptlcut- come on line in June, 2010, and Mid-
Revenugs 20% -35% 15% | based epergy provider reported earnings of dletown in dJune, 2011. Pending comple-
;_Casih Flow 5% 15% %gg’z $0.73 & share 'f'or the period, down 15% tion, we loqk' for these units to bolster
D%é‘ggs o i “yi | from last year's figure. The loss reflects UIL's generation capabilities and act as
Book Value e 20% 25% gecz:eased( roﬁt;ogc))m gl%’s dxstrixlbﬁu‘)an }I;‘gz earnings dx;ivers ovezl' the logg tetml.

: - usiness (down o), which were hu Yy © company’s eapital spendin an
ot M%ﬁ&k%ﬂgg‘g“gﬁ!ﬂ il | lower demand tied to the weak economic is geared towardpinfratsmétpgépup
2005 (2003 1908 2611 jedg |8go] Srvironment. Share dilution related to the grades, Managemer}t_announced its inten-
2007 (2746 2167 2679 228 | gaog| SQWity of:f'enng in May furtb(_ar reduced the tion to spend $1.0 billion over the next five
2000 |2346 2161 2787 2193 | gdg7| company’s bottom line. Posxtwe' drivers in- years in an effort to improve its aging in-
2000 (2355 2004 2552 2289 | s20 | Cluded favorable regulatory relief, decoup- frastructure. The funds will be allocated
010 {240 220 280 240 | gy | ling, lower operating costs, and higher on a 70/30 basis, with reughly $700 mil-
Py EARNNGS FER SHARE A rar | fransmission profits. Me.magemen.t noted lion going toward distribution needs, and
endar [Mar3t Jund0 Sep30 Decdi| vear| PRAL its transmission business continues to the remaining $300 million toward trans-
205 B A 350 TR outperform and is expected to earn its al- mission. Mar’tagement also noted it will
007 | 22 % @ 35| 1g lowed ROE of 12.5% this year. . likely target higher-return upgrades (i.e.,
2081 23 45 8 25| 1g3| Fxpansion projects and infrastruc- new substations and advanced information
200 ) 48 5 73 j8| 190 ture upgrades could offer a boost technology). The plan is expected to result
W0 45 47 75 33| 2| down the road. We continue to view in a 5% annual growth in the rate bage.
Cal. | QUARTERLY DWDENDS PAID = | UlIL’s joint venture with NRG. Energy fa- Though untimely, these shares offer a
endar |Mar31 Jun30 Sep30 Decat| Yesr | VOrably The two joined forces last year to  healthy dividend, well above the in-
W5 | a2 4w 4@ 4m] 17 form GennConn, and are currently in the dustry average, Income-oriented inves-
006 | 4w 4w 4w 43| 173] Process of constructing two, 2907megawz§tt tors may find appeal in the stocl’s current
2007 | 42 42 43 43| 173] peaking generation units (Devon and Mid-  6.3% yield. However, due to the high pay-
008 | 4% 4R 4% 4w 173] dletown), also known as the GenConn out ratio, we do not foresee any increases
000 | 432 4n 4 4p project. M{:ml_sgement recently md1ca§ed over the next 8 to 5 years.

m that the building of both units wag moving Michael Ratty November 27, 2009
Y A) EPS basic. Excl. nonrecur. gains {iosses); | in ea Jan,, @ il early July, and early | lowed on comman sauty in '06: .75%. Eame "
'(92’, 35¢; '93, (34¢): '94, (6¢); '9(?,17&"00, 4¢)', Oct, :y{')‘nrd ririgvgspt. plar‘;'y ava,%. (C} Incl. j on average comn?gn %q%igs’ig "'08: 10?3%? g&n;ﬁ’ingr?c:lggﬁ?gsmngm ng
03, (26¢); '04, $2.14; 06, (£5.07). Next egs. { daferréd chgs, & fegul. assels, In '08: Regul. Ciim: Below Average. (€] In milions, | Prica Growth Persistence 45
report dua late Feb, (B) Divds hxstodqauy’palq §30.77/sh. (D) Rate base; orig, cost, Rale g Adjust for stock dividends. - Eamings Pradictabllity 75

OM?%,&”W&&&&M regervad. Fackal matorial i3 obtained from
THE PUBLISHER 18 HOT RESPONSIELE FOR ANY ERRORS OR OMISSIONS HEREIN. This mekhdon i strictly for
oli(maybempmdtmd.m.m«wwwdhwmd,mk«wm(mm,mm

sources bofisved to be

rulinblo and I provided without wanantss of any kind.
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WESTAR ENERGY NYSE-wa PRICE 21.85 RATIO 14 6(Med!ar? 160) PIE RATIO 0 86 YLo 5-6 }]:
i ! . . i . 50| 27. 1
TIMELINESS 4 Lowered 10209 LH(I)%Vh ] ggg[ ?gg] 22'91 ?gg 132 Qgg %g? 51 1 gO? ggg %gg 339 20122013 12014
SAFETY 2 maseduis | LEGENDS
2 fai = Do Ty e e 6
TECHNICAL Raised 12/18/09 B ot i
BETA .75 {1.00=Markst) tions: Yes 40
201214 PROJECTIONS La,';i‘,"i‘éc‘é’;‘ﬁoﬁ’é%;m%’? e e e S SRS 2
an'l Total T T A REILUNRT: o 24
Price  Galn  Refurn i T P! TSI TIOSLIAN aly SAMTTLIN ) 20
High 30 (+35% 13% S T (T2 O POTAR LU PTLL 16
low 20 (-10%) 4% o T i
insider Decisions ] b t [i.l 12
FMAMJIJASO g l[
WBy 020000000 i e e 8
Optons 000000000 6
:"9“' 090100000 ' "1 | %7YOT.RETURN 11108
nstitutional Declsions ] I m TS VLARITH
10003 2000 38| poreem 15 i1 b | : . i STOCX  MDEX
oy 103104 103) charas 1 O 0 11 ; i i ly 87 604
107 107 106 | traded N IIIJ_‘.IIIﬁ dyr 96 -41
im(wo) 81480 72451 75911 Syr. 180 223
1993 [ 199411995 | 1996 | 1997 | 199€ [ 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 ;2006 | 2007 | 2008 | 2009 | 2010 | ©VALUE LINE PUB,, INCI 12-14
3099 26267 2501) 31.67] 3290 3086) 3021 3380] 3120 2477 2006 1702} 1823 | 1837 | 1809 1698 1705] 17.85 |Revenues persh 21.50
5331 488) 517 6521 347, 635 715 696 532 4m| 377 312 32| 394 377| 314 370 4.10 {"CashFlow" persh 4.55
2761 251 27 26801 d467 2137 148 89| d58| 100| 148 t17 ] 155] 188 1841 131 140 . 1.70 |Earnings per sh A 210
194 198 203{ 207] 210] 214] 24| 144) 120] 12 87 80 52 .98 1081 116 1.20|  1.24 |0Wv'd Decl'd per sh Buf 1.40
3861 386 37/ 309] 322 277 409; 440 337 189 206 219 245 385 784 865 565 590 Cap'iSpending per sh 745
2308§ 2393) 2471| 2514 3079 | 2940] 2783 | 2720| 2597 | 1368 | 1423 |+ (643 | 1631 | 1762 | 1944 | 2018 2170 22.25 jBook Valuepersh© .20
6162 61.62] 62B6| 6463| 6541 6591 6740 70.08| 70.08| 7151 | 7284 | 86.03 | '6684 | 87.39 | 9546 | 10831 | 109.00 | 110.00 {Common Shs Quist'g € | 114.00
126 16 117 17 .- 184 1721 208 - 140 1081 174 1. 148 122 14.1 17.0 | Botd figires are |Avg Ann'l PIE Ratio 125
74 16 18 73 .. 96 98 1.34 - 78 62 2’ 66 J51 102 valuelLine | Relative P/E Ratio 85
56% | 68%| 54%| 68%| 63% | 55%| B4% | 7.9% | 58% | 86% | 55% | 89% | 40% | 43% | 42%) 52% | "1™ |avgAnn'l Divid Yield 53%
CAPITAL STRUCTURE as of 9/30/09 20362 | 2368.5 | 21863 | 1771.1 | 14611 | 14645 | 15833 | 1605.7 | 1726.8 | 1839.0 | 1860 1975 [Revenues ($mill) 2450
Total Debt $2658.5mill. Due In 5 Yrs $170.0mill. | 1004 | 627 | d40.0| 720 108.1| 1004 | 1349 | 1653 | 168.4 | 13681 155] 190 |Net Profit {Smil} 240
LT Debts2a009 il )L”“‘G"’“WQO il [ | N R R | 2505 | 0% (254% | 215% | Z48% | Z60% | 0% ncom Tox e 0%
(LT inerest eamed: 24x ] el 50B| - - | 104% | 285% | 10.0% | 10.0% |AFUDC % 1o NetProfit | 10.0%
Perizlon Assate-12/08 $311 mil, Oblig, $629 mill, | 60.3% 626% 618% | 71.6% | 662% | 535% BT R0 | B06 | A% | 520% | 5 Long-Term Debt Fialio | 47.5%
39.2% | 36.9% | 87.7% | 22.9% | 33.2% | 45.5% | 47.2% | 49.3% | 48.9% | 49.7% | 47.5% | 48.5% |Common Equity Ratio 52.5%
Pfd Stock 5214 mil. _ Pid Divid §1.0 mill 47834 | 5163.3 | 48224 | 42724 | 3127.3 | 30432 | 3000.4 | 3124.2 | 37383 | 44001 | 4820 5070 |Total Capital (Smil) 5920
T e oy oionye  |28804 | 33634 | 40420 | 30954 | 95005 | 3011.0 | 30477 | d071.6 | 48087 | 55835 | 5850 | 6100 |Net Plant Smil) 6800
102, All cum‘$100par,' ' ? ’ 45% | 34% | 15% | 44% | T0% | 55% | 62% | 67% | 58% | 42%) 45%| 50% [Returnon Tofal Cap'l 55%
53% ) 32% | NMF| 58% | 102% | 71% | 94% [106% | 91% | 62% | 65%| 7.5% |Retumon Shr. Equily 7.5%
Common Stock 109,029,629 shs. as of 10/22/09 53% ] 3.2% | NMF| 73% | 103% | 71% | 85% [107% | 92% | 62% | 65% ] 7.5% |feturnonComEquity® | 7.5%
MARKET CAP: $2.4 billion (Mid Cap) NMF| NMF| NMF| NMF| 49% | 32% | 43% | 55% | 43%| 12%| 1.0%| 2.0% |RelainedtoComEq 25%
ELECTRIC OPERATING STATISTICS NMF| NMF| NMF| 120% | 53% | 56% | 55% | d49% | 53% | 80% | &85%| 72% |All Div'ds to Net Prof 66%
Qmm%m) 2&"2 :":ong 2008 BUSINESS: Westar Energy, Inc., formerly Westem Resources, is  plant age: 16 years. Fuels: coal, 53%; nuclear, 8%; gas, 38%;
vg. bkt Usy 5824 5819 5759 the parent of Kansas Gas & Electric Company. Westar supplies  other, 1%. Has 2,415 employees. Barclays Global Invesiors owns
vgmﬂw&m (0] 458 455 506 | electricily to 679,000 customers In east Kansas. Electric revenue  6.1% of common; off. & dir. less than 1% (4/08 proxy). Chairman:
%m | gg?g %gg ggg& sources: residential and rural, 40%; commercial, 38%; industdal, Charles Q. Chandler IV. Pres. & CEQ: Wiliam 8. Moore. Inc.: Kan-
ArrealLoad Fackor 540 545 550 | 22%. Sold investment in ONEOK in 2003 and 85% ownership in  sas. Address: 818 South Kansas Avenue, Topeka, Kansas 66612.
%Wm&m) #1.2  +10  +.7 | Prolection One in 2004. 2008 deprecialion rale: 3.7%. Estimaled Telephone: 785-575-6300. Internet: www westarenergy com.
o ChargeCo (%) 201 4302 263 | Westar Energy reported a moderate rate relief is encouraging, as it depends
ANNUAL FIATES  Past Past Estd ‘0508 decline in revenues and share earn- upon such approved increases to com-
olchangefpersh}  10Vrs.  5¥rs.  to't1244 | ings for the third quarter. This was pensate for rising costs and capital out-
Revenues 55% -70% 30% | partly a result of lower retail sales, owing lays.
ég?r?;?‘?w" 34%  50%  40% | to cool summer weather and softness in Westar continues to progress with an
Sk 65% -05% 45% | the broader economy Wholesale revenue expansion of its transmission system.
Book Value -40% 10% 6.0% | also decl}ined, prim«'i\rilly iilue ;Ohioger aver- %hi?x 345-kilovolt, 100-mile line from
" age market prices. In light of third-quarter ichita to Salina ought to be placed into
egs:” Mguamhvagsvgggg%(sggpm 5:3 weakness, the company has lowered its service in late summer 2010. The project
2006 | 3400 4056 5159 5432 | 16057 share-net guidance for full-year 2009, and should improve the flow of power to the
2007 | 3703 4152 5485 3928 | 17068 We concur. Ove_rall,_ we anticipate just area. Meanwhile, the Prairie Wind joint-
2008 | 4068 4512 5749 4081 | 18390 modest bottom-line improvement for the venture project appears closer to approval.
2009 | 4218 4678 5285 4479|7860 | current year. Results may prove more fa- The construction of extra-high capacity
2010 | 40 480 595 460 | 1975 | vorable in 2010, assuming a better operat- transmission lines should enhance access
car- EARNINGS PER SHARE A Fai | iDg environment. . . to lower-cost electric power markets, and
endar |Mar3t Jund0 Sep.30 Decl| vew | The company is seeking higher rates improve the efficiency of the electric grid.
2006 50 0103 BT 788 in Kansas. In June, it filed an ab- T!us stock h_as fallen a noteh in
2007 | 24 35 99 15| 184| breviated rate case, requesting an increase Timeliness since our September
2008 23 06 8 21| 131 in retail prices of $19.7 million. Westar review, and is now ranked to trail the
2009 10 a5 bl 22| 14p] cited costs associated with investments in broader market for the year ahead. Look-
2010 5 40 .90 .25] 1.70| natural gas and wind generation facilities. ing further out, we anticipate higher share
Cal- | QUARTERLYDVIDENDS PADBst | puy | Lestimony from the Kansas Corporation earnings at the company by 2012-2014.
endar |Mar31 Jun30 Sep.30 Decdt1| Year Commission recommends a base rate case But, from the present quotation, this issue
2005 | 23 03 23 m 9 adjustment of $17.1 million. Management has unimpressive total return potential for
2006 | 293 o5 925 95 ‘gg| anticipates a final decision on this matter the coming 3 to 5 years. Still, income-
2007 | o5 ‘o7 o7 7 105! by late January. This follows other rate oriented investors may find this issue’s
o8 | 927 29 o9 29 114} hikes granted in Kansas earlier in the healthy dividend yield attractive.
09 f 29 30 30 .30 year. The company’s focus on obtaining Michael Napoli, CPA December 25, 2009
JEPS basic. Excl. nonrecur gains {losses). | ary. (B) Div'ds historically paid in early Jan., | deter; fait value; Rale allowed on common | Compeny's Financial Strength B+
'94, $0.31; '96, ($0.19); '97, $7.97; '98, (§1.45); | April, July, and Oct. = Div'd reinvest. plan avail equity in "09: 10 4%, Aegul. Clim.: Avg. Slocf(’ l!ncs Stabifity 100
'99, (§1. 31). 00, $1.07: '01, 27¢, 02, ($12.06); (E) In mi. - Price Growth Perslstence 55

1 Shareholder invest, plan avail. (C) incl. regu-
‘03, 77¢,'08, 39¢. Next 8gs. rap!due in Fabru- latory assets. In 2008: §8.55/sh. (D) Rate base
©2009; Valyo ‘Line Publishing, Inc. All rights resérved. Factual material is obtained from sources beliaved 1o be reliabla and ls pywnded without wanrantles of any kind.
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054 17 159 159 praes & hﬂ_ﬂi AMNIA i ay 41 a1 [
Hids0) 80778 76941 80851 1h [ | 5yr. 533 223
199311994 | 1995 | 1996 | 1997 | 1998 | 1399 | 2000 | 2001 | 2002 [ 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2609 12010 COVALUE LINE PUB,, INC] 12-14

15611 15891 1598 1588) 1586 1743) 19.41) 2828 | 3404 3220 3424 | 2033 | 3262 | 3447 | 3624 | 37.90| 3590| 39.75 |Revenues persh 46.25
3841 381 4281 4251 296) 413) 453 448) 544| 568) 571 516 578| 580 597 591{ 65| 7.05|“CashFlow”persh 8.75
tat] g7y 213 1@ S4) 165] 188} 108) 184 232) 226) 185| 256) 264 2841 303| 370| 370 |Eamingspersh A 4.50

. 134] 140 146] 181] 154] 156] 156) 137 80 80 B0 .83 88 821 100 108 135| 1.55|DivdDeci'dpersh Bati 215
! 43| 276| 2501 383} 313] 352| 4a4| 52| 603 507 589[ 570| 679 B35 | 1056] 73| 750] 7.00|Cap) Spending per sh 6.75
1567 1601) 1689 1742 1651| 1646 1689 17.00 | 1781 1644 | 1982 | 21.31 | 2291 | 2470 | 2650 | 20.54| 30.20| 32.25 |Book Value per sh © 38, 0_9___1

10532 | 108.94 1 110.82 | 11168 11287 [ 11561 11890 | 11865 | 11642 | 116,03 | 31843 | 116.95 {11698 | 116,97 | 116.94 | 11692 | 117.00 | 117.00 Common Shs Outstg © 117'.00

152 B2 W[ 3| NMF| 80| 193] 87| 11| 105] 24| 15| V45| 180| 165| 148 Gow girosam |AVG ANDTPIE Rallo 740
0| 100 88 90| NWF| 8¢\ 76| 122| 62| S| | 9| | 8| 88| ot| vausime |Relative P/E Ratio 85
49%| 55%| 52| 54% | 60% | 52% | 63% | 68% | 36% | 30% | 28% | 26% | 24% | 22% | 21% | 24% | U™ | avg Annl Divd Vield 34%
CAPITAL STRUCTURE s of 9/30/09 2726 | 33547 | 99205 | 3736.2 | 40543 | 34311 | 36155 | 29954 | 42378 | 44310 | 4200| 4550 |Revenues (Smill 5400
Total Debit $4861.7 mil. Due in & ¥rs $2121.0mil. | 2315| 1920 | 2168 2708 | 2692 | 2212 | 3048 | 3137 | 337.7| 3598 | 65| 440 [NetFrofit(Smi) 520
:;\Td"gagﬁgﬁzg"giaﬁz';‘;',g:g::‘3203'3 mil e [ 437% | 409% | 374% | Fo5% | 375% | 320% | 358% | B1% | 376% | 37.0% | 37.0% Income Tax Rate 0%
- 2490 U 6P 58% | 123% | 69% | 41% | 6.9% | 10.0% | 12.5% | 19.0% | 238% | 27.0% | 19.0% | 14.0% |AFUDC % toNetProfit | 10.0%

{L7 inlerest eamsd: 3.2x) -
Leages, Uncapitatized Annual rentals $23.6 mil 488% | 58.9% | 622% | 598% | 59.9% | 56.2% | 52.8% | 51.3% | 50.3% | 54.8% | 535% | 57.0% Long-Term Debt Ratio | 54.5%

Penglon Agsets-12/08 §719.2 mill Oblig. $1.14 45.9% | 40.5% [ 37.2% | 39.6% | 38.6% | 43.3% | 46.7% | 48.2% | 48.0% | 44.8% | 46.0% | 425% Common Equity Retio | 45.5%

bill. ] ! ) 43728 | 49790 | 55238 | 54003 | 59623 [ 57623 | 57415 | 59928 | 6902.1 | 74420 | 7700|8640 |Total Capital {smill %25
| g'eg g&gﬁﬁ:&g”mOopggfé‘gﬁaﬁ[‘fa{“;‘{01, 38466 | 4152.4 | 41880 [ 43988 | 5926.1 | 59031 | 63629 | 70525 | 7681.2 | 85170 | 9035 | 9470 |Net Plamt {Smin) 10750
: 2498 sho. t% S160 par ' 67% | A7% | 58% | 71% | 53% | 56% | 70% | 66% | 70%| 63% | 6.5% ] 65% [RetumonToialCapl | 7.0%
| Common Stack 116.11.016 shs. 103% | 64% | 105% | 125% | 113% | 88% | 112% | 107% | 108% | 107% | 10.5% | 11.5% [Retumon Shr.Equity | 11.5%
Lo 109% | 65% | 106% | 126% | 11.4% | Q8% | 11.3% | 108% | 109% | 107% | 10.5% | 115% |Retun on Com Equlty €| 11.5%
W MARKET CAP: $5.6 bilflon {Large Cap) 19% ] NMF| 60% ) 83% | 74% | 49% | 75% | 71% | 79% | 7.0% | 60%| 7.0% |Retainedto ComEq 6.0%
! ELECTRIC OPERATING STATISTICS 8% | NMF | 43% ) 35% | 35% | 45% | 94% | 35% | 35% | 35% | 49% | 49% |AlDivids to Net Prof 4%

2008 20

% el ks (041 4.0 ‘1205 20203 BUSINESS: Wisconsin Energy Cororalion (WEC) is a holding  33%; large comm & indl, 25%; olher, 6%. Generaling sources,
,\muww&w iA NA NA | company for We Energies, which provides electric, gas & steam  '08: coal, 57%; gas, 6%; hydro, 1%; wind, less than 1%; purchased,
Bevs. ¢
b (ﬁ e}
Summer (M)

N
580 602 605 service in Wi & upper MI. Customers: 1.1 mill, elec, 1 mill gas, 36%. Fuel costs; 56% of revs. ‘08 reported depr. rate (utility); 3.7%.

3 ggdva“’ 6576 6ies 54 | Acdd Edison Saut Electric 5/98; WICOR 4/00. Discontinued pump-  Has 4,900 empls. Chaiman, Pres. & GEO: Galo E, Kiappa. Inc.:
W%Fw o NA NA NA | manulacturng ops. in '04. Sold Point Beach nuclear plant in '07. WL Address: 231 W. Michigan St., P.O. Box 2849, Mitvaukee, WI
xawumzwm +9  +2  +5 | Electric rev. breakdown, '08: residential, 36%, small comm'l & indl, 53201, Tel.: 414-221-2345. intemel: www.wisconsinenergy.com,

Fed Che Cov. (%) 260 258 270 | Wisconsin Energy’s utility subsidiary regulated subsidjary that is leasing it to
ANNUALRATES Pasi  Pasl Estd se-0s| €XPects an order on its rate case soon. We Energies under an agreement that is
ofchangefarsh) 10V, 5ym  to'i2'i4 | We Energies is seeking an electric tariff designed to produce a 12.7% ROE. But . . .

1.59% 40% | hike of $96 million (3.7%) based on a Binding arbitration has begun in or-

Revenues 8.5% E

“Cash Flow” ;g‘;f/v é‘%’ Z«g;n” 10.75% return on a 53% common-equity der to resolve a dispute with Bechtel,
E?V'ﬂé’r??s 40% 45% 13s% | ratio. It is requesting a gas rate increase which is building the Power the Future
i Book Value 45% 75% 60% | of $61 million (4.2%) based on a 10.75% re- plants for Wisconsin Energy. Bechtel has

turn on a 48% common-equity ratio. It also filed two claims for a total of $485 million.
wants a $2.7 million boost in steam rates. If the decision, which is expected in late
2006 [12470 5144 8308 10950 |39964 New rates should takg effect at the start of 2010_ or early 20}1, is unfavorable, Wis-
2007 13011 9065 8815 11487 142378 2010. fI‘}}e company is 'also requesting a consin Energy might still be able to re-
2008 14318 9461 98525 12006 144310 $42 mllhqn (33%) rate increase in Michi- cover at least some of these costs under
2009 113962 8425 8219 11394 |4200 | gan. It will self-implement a rate increase the Power the Future regulatory program,

2010 (1500 950 800 1300 14650 | at the start of 2010, with the final order We expect a significant dividend hike
Cal- EARNINGS PER SHARE A Ful due in mid-2010. .. in the first quarter of 2010. Wisconsin
endar {Mar31 Jund0 Sep.30 Dec.d!| Year The income from a new coal-fired unit Energy is trying to raise its payout ratio,
008 | 8@ 50 & 65 | 2p4) should enable Wisconsin Energy’s which is very low, by utility standards.

2007 | 8 43 70 g0 | pe4| profits to rise substantially in 2016 The company has agreed to sell
2008 | 104 49 55 85 | 303) after a modest advance in 2009, This year, Edison Sault Electric. The purchase
2009 [ 120 54 5 .85 | J10f @ decline in kilowatt-hour sales has price is $61.5 million, some $2 million
2010 | 125 60 %0 .95 | 370| restrained the company's earnings growth. above book value. The deal requires vari-
Cat. | QUARTERLY DIDENDS PAIDBa§ | gy | We look for improvement in 2010. But, by ous regulatory approvals and might close
endor |Mar31 Jun30 Sep.30 Decdt| Year | far the biggest impetus for bottom-line as early as mid-2010.

2005 | 20 2 2 7 % growth will be the profits from a coal-fired Even reflecting the anticipated divi-
%06 | 23 23 93 23 ‘o] unit, built under the company’s “Power dend pike, this stock’s yield is low for
2007 | 25 o5 o5 o5 100 | the Future” program, which should begin a utility. Total return potential to 2012-
008 | 27 o7 o7 o7 108 | commercial operation in late 2009. This fa- 2014 is a cut above average for the group.

Cal- | QUARTERLY REVENUES {$ mill) Fult
andar {Mar31 Jun30 Sepd0 Dec.d’| Year

) 2009 | 3375 3375 3375 3375 cility is owned by a Wisconsin Energy non- Paul E. Debbas, CFA  December 25, 2009
“@ (A) Diluted EPS. Excl. nonrec. gains (losses): | add due o rounding. Next eamings report due | intang. In '08: $14 57/sh. (D) In mill, (E) Rale | Company's Financlal Strength B+
] '98, (9¢); '00, 19¢ net; ‘01, 1¢ nel; ‘02, (88¢); | early Feb (B) Divids his(orically paid in early | base: Nel orig. cost. Rate allowed on com, eq. Slocﬁ's rica Stabllity 100
90

‘03, ézoe) ngl; '04, (B1¢); gains on disc. ops: | Mar,, June, Sept. & Dec. w DV'd reinvest. plan | in '08: 10.75%; samed on avg. com. eq, '08: | Price Growth Persistence

‘04, $1.54,05, 4¢:'06, 4¢. '06 eamings don't | avail. + Shareholder invest. plan avail (C) Incl. | 11.0%. Regufatory Climate: Above Average. Earnings P lity 90
© 2009, Valva Lina Publshing, Inc. Al rights reserved. Factual material is oblained from sources bafioved lo be reliable and is provided without wamantios of any kind. i3
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication Is strictly for subscriber's own, non i, internal use. No part
of it may ba reproduced, resokd, Stored or transmitted i any printed, electronic or other form, & used for genarating or markating any printed or eloctronic publication, sarvics of product
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) RECENT PIE Trafling: 14.1} | RELATIVE DiMPag 280/1‘
XCEL ENERGY NYSE-xEL PRICE 20.80 RATIO 14.1 (Mediag: 15.0) PIE RATIO 0.85 YLD a. 0
! I I ! IR ! 3 i | i ol
THELNESS 3 leestins | LionT $08T 2791 3007 aiat 2pal wmal weg] 0z} mal 20} 2al A9l Target Price Range
SAFETY 2 Rasdsté0t | LEGENDS - ‘; , l
.- N bt T o
TECHNICAL 3 Rassciodons | gded oy ol P B o
BETA 65 (100 =Market) 2-for-1 §plni' 6/%8 ! 40
201214 PROJECTIONS. | “Bhoded mea: prer recec - -3
 Ann'l Total| Latest recessicn began 12/07 i+ oy S F S T FPPUY JUsa 2
Price  Gain  Relum v o vrae)] ™, XN AT T e 20
Hgh 25 (“‘20%; 9% N 1 ! p eI TN (T TTCTLMGAE DR I okl e e
Low 19  (-10%) 3% P Ty T
Tnslder Decisions - TR 12
HMAMJJIASON Nerhotn Stotes Rowor . h“ 8
8y 201200000 [
Oplions 0 0 0O O0O00O0GO - (.6
IoSe!l_ 000D00CODOODO . . % TOT. RETURN 12/09
nstitutional Decisions ' J Jus  VLARTH
Xy 2009 302008 . N
o e e B O e B e
B st ettt ot | e 5 ke e = 2 2 23
Xce! Energy was formed through the merger 1999 | 2000 | 2001 | 2002 | 2003 {2004 | 2005 | 2006 | 2007 | 2008 {2009 | 2010 | ©VALUELINEPUB, INC] 12-14
of Northern States Power and New Century | 18421 3411 43561 2389 | 1990 | 2084 | 2386 | 2416 | 23.40| 2469 | 27.710| 2280 {Revenues persh 26.75
Energies on August 21, 2000, NSP stock-| 4143 | 412 509! 31| 335| 327, 328| 361 345| 350| 350 370;"CashFiow"persh 450
holders received one share of Xcel forevery | 143 160 227 420 123 127{ 120| 135 135| 146 149| 160 |Enmningspersh A 200
NSP share, and NCE stockholders received | 145] 148 150: 113% 751 81 85| 88 81 8 87 | 1.00 |Divid Deci'd persh B 1.10
1.55 shares of Xcel for each NCE share, [ 71387 | 363 | 740 604 | 249 310 | 325| 400| 4BY| 466 495| 485 CaplSpending persh 575
Data prior to 2000 reflect NSP on a stand-| 1542 | 1697 1795 1170} 1295 ) 1299 | 1337 | 1428 | 14.70] 1535| 15.90| 1655 |Book Valuepersh © 19.25
alone basis and are not comparable with {7755.73 | 930,79 | 34502 | 998.71 | 996 65 | 400.46 | 403.39 | 407,30 | 426.78 | 453.79 | 457.00 | 460.50 | Common Shs Oulstg © | 470.00 |
Xcel data, 166 14.3 124 ] NMF 116 136 154 148 167 137 127 Avg Ann'l P/E Ratio 115
CAPITAL STRUCTURE as of 9/30/09 %) 90 B4 | NMF g| 72| B8 80 83 8 83 Relative P/E Ratio 75
Total Debt §86239 mifl Due In 5 Y5 $2068 8t | 6% | 64% | 53% )| B6% | 52% | 47% | 46% | 44% | 40% ] 47%| 51% Avg Ann'l Divid Yield 48%
LT Dobt $79454 mill. LT Interest $516.5 mill, .
Incl 8,000,000 shares 7.875% tax-d edu djble Trust 28291‘) 1514592 158(228 9?3;2 7937.5 8235,3 Qigg (5) 98;33 150034 1614250§ 964?? 10500 Re\:;nues(SmI:ll) 12600
Originaled Preferred Securiies, fiquidation vatue |_2%0: 58 | 7847 6 5100 | 5269 0| 5687 5158 7| 685 745 |Net Profit {$mill) 870
§25/share; 7760,000 shares 7.60%, cumulative, | 21 6% | 35.8% | 28.2% | 32 7% | 237% | 232% | 258% | 242% | 33.8% | 344% | 05.1% | 35.0% [Income Tax ate %5.0%
$25 par, $100 mill. 7.85% lax-deduclible Trust| 2.5% { 4.4% | 7.4% | 46.7% | 8.9% | 10.9% | 8.5% | 08% | 125% | 150% | 16.8% | 120% JAFUDC % to Net Profit 12,0%
z’l—l]gfgrsd Sleczur'ltit::l&2 & 54.7% | 588% ! B67% | 59.6% | 553% | 550% | 51.7% | 521% | 497% | 522% | 52.0% | 53.0% [Long-Term Debt Ratio §1.0%
Inferest eared: 2. | d0.5% | 40.5% | 32.8% | 39.5% | 438% | 444% | 47.3% | 47.0% | 49.4% | 47.1% | 47.5% | 45.0% |Common Equity Ralic | 48.5%
L o o Oas sas0py | 60162 | 18745 | 16911 | VIGi5 | 11790 | 11601 | 11398 | 12071 | 12748 | 14800 | 75000 | 16600 [Tl Caphtal (i) | 16600
Prd Stock 51050 mill. Ptd Div'd $4.2 mil 44515 | 15273 | 21165 | 18916 | 13667 | 14096 | 14695 | 15549 | 16676 ) 17683 | 78575 | 79825 |Net Plant {Smil) 23700
1,049.800 shares $3.60 o $4 56, cumulative, $100] 54% | 60% | 60% | 54% @ 61% | 62% | 62% | 62% 6.3% | 60% | 6.0% | 60% {Retum on Total Cap'l 7.0%
pa, callable $102.00 o $103.75. 84% | 96% | 125% [ 37% | 97% | 99% | 9.14% | 96% | 90% | 91% | 85% | 95% IReturnonShr Equity | 10.5%
C%"""W 5‘°P°}‘$495gg:‘"5f595'_5“5‘ 3§°' 1026109 | peec | g7% | 126% | 37% | 98% | 100% | 92% | 97% | 9.1% | 92% | 95% ! 9.5% |Retum on Com Equity £| 10.5%
MARKET CAP: $9.5 billion (Large Cap) RWF | 9% | 49% | NMF | 39% | 39% | 29% | 36% | 8.1% | 38%] 35% ] 35% RetainedloComEq 5.0%
ELECTRIC OPERATING S’;%BIGSTICZSW 2008 100% | 91% | €6% | NMF ! 60% | 62% | 69% | 63% | G66% | 59% | 65% | 62% Al Div'ds toNet Prof 54%
% Change Retai Salos (KWH) +1.8  +20 +.8 | BUSINESS: Xcel Energy Inc. is the parent o} Norhem Stales irc, 19 mill. gas Electic revenue breakdown, '08: residential,
A GEIUse M) 153 153 155 | power, which supplies power to Minnesola, Wisconsin, North Dako-  28%; commercial & Industrial, 53%; olner, 19%. Generating
égagf; il’ql?e:keﬁw f 6.3 65’; 7,&2 ta, South Dakota, Michigan, & gas lo Minnesata, Wiscansin. North  sources not available. Fuel cosls: 61% of revs. ‘08 repored deprec,
Feak Load. Semmer kM 21955 21108 20586 | Dakota, & Michigan; Public Service of Colorado, which supplies rate: 3.2%. Has 11,200 employees. Chairman, President & GEO:
Anual Lo Faclor [ NA NA  NA | powsr & gas to Colorado; & Southwestem Public Service, which  Richard C. Kelly. Inc.: MN, Address: 414 Nicollet Mall, Minneapofis,
% Change Cusomers (yre0d) +12  #8  +11 1 sypplies power to Texas & New Mexico, Customers: 3.4 mil. alec-  MN 55401, Tel.: §12-330-5500. Internet: www xcelenergy.com,
Fixeq Chargs Cor. (%) 238 256 248 | Xcel Energy's utility subsidiary in of $10.9 million in a regulatory settlement
ANNUAL RATES Past Past Estd 06-08| Colorado has received part of the rate that did not specify an allowed ROE,
ofchanga fparsh)  10¥rs.  5¥m.  10'12'14 | increase that it was granted. Public We estimate that earnings will rise in
,‘?g;’gﬂ‘gig » ‘zg://s gg:/* f*g;f Service of Colorado had filed for an electric 2010. The rate relief that Xcel's utilities
Earnings os%n  fon  6s% | rate increase of $177.4 million (6.7%), received in early 2010, along with a full
Dividends -40% -40% 30% | partly to place the Comanche 3 coal-fired year of increases granted in 2009, are the
Book Value ~5% 10%  45% | ypit in the rate base. The Colorado com- primary reasons for bottom-line growth.
Cal- | CUARTERLYREVENUESSmil) | rui | mission granted the utility a rate hike of Our share-profit estimate of $1.60 is at the
endar |Mar31 Jund0 Sep.30 Dec31| Year | $128.3 million, based on a return on equity midpoint of Xcel’s targeted range of $1.55-
2006 | 2888 2074 2411 2467 | 88409 of 10.5%. But, because Comanche 3 didn't $1.65. (The delay for Comanche 3 is not
2007 | 2764 2257 2400 2603 [10034 | enter commercial operation at the end of expected to affect earnings; Xcel did not
2008 | 3028 2615 2852 2708 [11203 | 2009, as scheduled, P.S. of Colorado was revise its 2010 guidance.)
2008 | 2696 2016 2314 2617 | 96426 permitted to put just $67.0 million of the Xcel is proposing a nuclear uprate
2010 | 2700 2450 2700 2650 170500 | rate increase in effect at the start of 2010. program at its two nuclear stations.
Cal- EARNINGS PER SHARE A Fut | Once Comanche 3 begins service (some- This would add 235 megawatts of capacity
endar |Mar31 Jun30 Sep.d0 Decdl| Year | thing that was expected in February of and extend the plants’ life by 20 years.
2006 % o4 53 23 ] 135 2010), electric rates will be raised by an The cost would be $1.1 billion. The compa-
2007 | 28 16 .59 3t | 135! additional $54.0 million. The utility will ny still needs some federal and state regu-
2008 | .35 24 51 - 36 | 146| receive the remaining $7.3 million at the latory approvals before it can proceed with
2009 | B8 25 48 37| 149] start of 2011, to reflect higher property the program.
200 | 35 .28 57 A0 1 160} taxes. More-attractive selections are avail-
cal- | QUARTERLYDIVIDENDSPAIDSe | pyy | Northern States Power has received able elsewhere. The share price didn't
endar |Mar31 Jun.d0 Sep.30 Decd1| Year | small eleciric rate increases in Wis- fall as much as most other utilities in the
2006 | 215 215 2205 22051 88| consin and South Dakota. In Wisconsin, sharp market downturn that began in Sep-
2007 | 2205 2295 23 023 91| NSP was granted a tariff hike of $6.4 mil- tember of 2008. The yield is about equal to
2008 | 23 23 2375 2375| 941 lion (1.2%) hased on a return of 10.4% on a the industry average, but 3- to 5-year total
2009 | 2375 2375 245 245 97| common-equity ratio of 52.3%. In South return potential is below average.
2010 | 245 Dakota, the utility received a rate increase Paul E. Debbas, CFA February 5, 2010
{A) Diluled EPS. Excl. norvec. loss; '02, 36.27; Tport dug Jate Apr. {B) Div'ds historically paid in | Rate allowed on com. eq.: MN 09, 10.88%; Wi | Comzany‘s Flnancial Strength B+
Stock'’s Price Stability 100
In '08: $5.23/sh. | (gas) 10.25%; TX ‘86, 15.05%; eamed on avg. | Price Growth Parsistence 25

30¢);

05, 3¢, '06, 1¢; '09, (1¢). ‘06, '07 & '09 | plan avail. {C) Incl. iman%
PS don't add due lo rounding. Next egs. re- | (D) In mili. adj for split (E) Rate base: Varies.
© 2010, Valie Lirie Publishisig, Ine, AT #ihls rasenvad. Factual material is oblained from sources befieved o be refiable and is provided without warranties of any Kind.
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iams glosses) on disconl. ops.; '03, 27¢; '04, | mid-Jan., April, July, and Oct. m Div'd reinvest. | ‘08, 10.75%; CO '10 (efec.), 10.5%; CO '07
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KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12,2010

Item No. 21

Page 1 of 1

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 29 and Exhibit WEA-2.

Provide a detailed explanation of how the stock prices were estimated to determine the expected
dividend yield.

RESPONSE

As indicated in footnote (a) to Exhibit WEA-2, the stock prices used to compute the dividend
yield for each of the utilities in the proxy group were those reported by the Value Line
Investment Survey in its Summary and Index (Nov. 6, 2009).

WITNESS: William E Avera






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 11, 2010

Item No. 22

Page 1 of 1

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 35 and Exhibit WEA-2.

For regulated utilities, the return on equity and overall returns are determined in part through rate
proceedings by state regulatory commissions. Provide an explanation of why the sustainable
growth approach does not produce a circular argument for determining regulated utility returns.

RESPONSE

While Dr. Avera’s testimony indicates that the earnings growth projections of securities analysts
provide a superior guide to investors’ expectations, the sustainable growth approach is frequently
referenced in regulatory proceedings and is consistent with the theory underlying the constant
growth DCF model. In implementing the constant growth DCF model, a key requirement is that
the growth rates reflect the forward-looking expectations of investors, which includes their
assumptions regarding the actual rates of return expected in future periods. These expected
earned rates of return are dependent on the authorized rates of return that are expected in future
periods. This is also the case for future growth in earnings, dividends, and book value, which are
all ultimately tied to a utility’s ability to recover its reasonable and necessary costs of service,
including a fair ROE. In other words, it is investors’ expectations — including those for future
allowed ROEs — that determine observable stock prices, and these are the only proper basis for
the growth rate used in applying the DCF model.

WITNESS: William E Avera






KPSC Case No. 2009-00459

Commission Staff’s Second Set of Data Requests
Order Dated February 12, 2010

Item No. 23

Page 1 of 1

Kentucky Power Company

REQUEST
Refer to the Avera Testimony at page 36 and Exhibit WEA-2.

Other than Mr. Avera's professional judgment, there does not appear to be any basis for using the
expected growth rate in stock prices as the appropriate variable in the DCF analysis. Provide
appropriate academic studies or texts that recommend using the expected growth rate in stock
price as an appropriate variable in the analysis.

RESPONSE

Reference to investors’ expectations for growth in share prices in applying the DCF model is
based directly on the theory and assumptions underlying this approach, and not on Dr. Avera’s
professional judgment. The DCF model is based on the premise that observable stock prices are
equal to the present value of the cash flows that investors expect to receive, both in the form of
dividends and stock price appreciation over their holding period. Thus, growth in stock price is
directly related to investors’ expected returns, and projected stock prices from investment
advisory services such as the Value Line Investment Survey (“Value Line”) are widely reported
and available to investors. For example, Value Line reports the annualized total expected return
based on expected share price appreciation for each of the stocks it covers (see, e.g., WP-40
provided on the CD in response to KIUC 1st Set, Item No. 1). In other words, projected growth
in stock price is directly relevant to an analysis of the future cash flows that investors expect to
receive when they purchase common stocks and is entirely consistent with the underlying basis
of the DCF model. Similarly, under the assumptions required to derive the constant growth form
of the DCF model, stock price, earnings, dividends, and book value are all expected to grow at
the same rate. Dr. Myron Gordon noted in his seminal article, 7he Cost of Capital to a Public
Utility (1974), that growth in stock price could serve as another guide to investors’ growth
expectations in the constant growth DCF model, observing that, “[T]he rate of growth in the
price of a stock ... will respond to all of the factors mentioned above and, in addition, to the
yield investors require on the share.” Similarly, The Cost of Capital — A Practitioner’s
Guide,(1997) published by the Society of Utility and Regulatory Financial Analysts, observed
that under the assumptions of the DCF model, “The stock price grows proportionally to the
growth rate.” Copies of the above-referenced sources are contained on the CD provided in
response to KIUC 1st-Set, Item No. 1.

WITNESS: William E Avera
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